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EXPENDITURE FOR ENEMY Rarip PRECAUTIONS 


Section 72B of the Commonwealth Income Tax Assessment Act, 
which was inserted by the Amending Act (No. 2) of 1942, provides 
for the allowance of a deduction to taxpayers in respect of expenditure 
incurred in precautionary measures against enemy raids. 

The allowance, which first applies to income year ended June 30, 
1942 (or substituted accounting period), is in respect of expenditure 
incurred in the year of income for the purpose of protecting: 

(a) any person employed by the taxpayer for the purpose of 
gaining assessable income; 

(b) any premises, plant, livestock or other property held, occu- 
pied or used by the taxpayer for the purpose of producing 
assessable income, or in carrying on a business for that 
purpose, 

from hostile action by any enemy forces, not necessarily by an enemy 
air force. Thus, the marginal note to the new section is entitled 
“Expenditure for enemy raid precautions”’—not the familiar “air raid 
precautions.” 

In some instances, the expenditure, while being directed towards 
immediate protection from enemy raids, has been incurred with the 
further object of providing to the taxpayer an asset of enduring post- 
war value, e.g., construction of a basement which may be used as an 
air-raid shelter and later as a store room. Section 72B (2) provides 
that where any expenditure creates an enduring benefit to the taxpayer, 
other than the benefit of protection from enemy action, the deduction 
otherwise allowable under s. 72B (1) shall be reduced by an amount 
equal to the value of the enduring benefit so created. 

Where the amount claimed as a deduction by the taxpayer under 
s. 72B (1) is reduced by the Commissioner under s. 72B (2), the tax- 
payer may, within 60 days after service of the notice of assessment, 
in writing request the Commissioner to refer the claim under s. 72B (1) 
to the Board of Referees (s. 72B (6) ). The Board of Referees shall 
determine whether the amount allowed by the Commissioner should be 
confirmed, increased or reduced. The decision of the Board of Referees 
shall be final and conclusive (s. 72B (7) ). There is no right of reference 
to the Board of Review in connection with a disallowance under s. 
72B (2), s. 72B (8). 

Under s. 72B (3) any recoupment by the Commonwealth, a State 
or public authority to the taxpayer of expenditure incurred by him on 
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enemy raid precautions is excluded from the amount of the deduction 
otherwise allowable under s. 72B. 

Section 72B (4) provides for the case where property, on which 
enemy raid precautions expenditure is made, is disposed of, lost or 
destroyed. The effect of subs. (4) is to bring into assessable income so 
much of the consideration as defined by s. 72B (5) received by the 
taxpayer in respect of any asset which has been created by the expendi- 
ture that has been allowed as a deduction. 


EXEMPTION OF Pay AND ALLOWANCES OF CERTAIN MEMBERS 
OF THE DEFENCE Forces 

Section 23 (s) in its originat form was inserted in the Principal Act 
by Act No. 17 of 1940. The original paragraph contained many 
anomalies and was deleted by Act No. 58 of 1941, which inserted the 
present paragraph in its stead. 

In the first place, it should be observed that the exemption granted 
by s. 23 (s) is in respect of certain pay and allowances earned as a 
member of the Defence Forces. The exemption does not apply to any 
other class of income derived by a member of the Defence Forces. Such 
income is hereinafter referred to as “civilian income.” 

Service out of Australia—Pay and allowances of all members of the 
various branches of the Defence Forces earned in respect of service out 
of Australia are unconditionally exempt. 

For the purpose of the provisions relating to the taxation or exemption 
of pay and allowances of members of the Defence Forces, “Australia” 
has been defined so as not to include any Territory of the Commonwealth 
which is not part of Australia. This means that service in New Guinea, 
Papua, Norfolk Island, etc., is service out of Australia. Thus, the pay 
and allowances of members of our fighting forces (militia and A.LF.) 
whilst serving, for example, in Papua and New Guinea, are uncon- 
ditionally exempt from income tax. 

Service in Australia.—Section 23 (s) of the Commonwealth Income 
Tax Assessment Act exempis from income tax in the case of any person 
enlisted in on appointed to the Defence Forces, the pay and allowances 
earned by him as a member of those Forces in Australia if, within 
twelve months after the close of the year of income he embarks for 
service out of Australia or serves in a sea-going ship, and 

(1) during the period of twelve months immediately following 
the date on which he embarks or commences to serve is, for a 
period of, or periods which aggregate, not less than six months, 
on setvice out of Australia or borne in a sea-going ship; or 

(2) returns to Australia or is discharged from his ship owing to 
injury or illness. 

Further, if a member of the Defence Forces satisfies the above con- 
ditions and returns to Australia, his pay and allowances in Australia 
are exempt for a period of three months immediately following his 
resumption of duty in Australia. 

With regard to pay and allowances earned while in Australia the 
exemptions granted by s. 23 (s) may be best illustrated by a series of 
examples :— 

(1) A. enlisted in the A.I.F. on September 3, 1939, and embarked 
for service out of Australia on June 24, 1940, and still remains on 
service abroad. His pay and allowances whilst he was serving in Aus- 
tralia are exempt under s. 23 (s) (ii) and his pay and allowances whilst 
serving out of Australia are exempt under s. 23 (s) (i). 

(2) B. enlisted in the A.I.F. on January 1, 1940, and embarked for 
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service out of Australia on June 30, 1941. He is still on service abroad. 
Pay and allowances earned by him whilst in Australia, ie., from 
January 1, 1940, to June 29, 1941, are exempt under s. 23 (s) (ii) 
because he embarked on June 30, 1941, which is “within twelve months 
after the close of the year of income” ended June 30, 1940. Pay and 
allowances earned out of Australia are exempt under s. 23 (s) (i). 

(3) C. enlisted in the A.I.F. on January 1, 1940, and embarked for 
service out of Australia on July 1, 1941. He is still on service abroad. 
Pay and allowances earned by him from January 1, 1940, to June 30, 
1940, inclusive, are not exempt because he did not embark until July 1, 
1941, which is not “within twelve months after the close of the year of 
income.” Pay and allowances earned by him from July 1, 1940, to 
June 30, 1941, are exempt under s. 23 (s) (ii) for the reason stated 
in Example (2). Pay and allowances earned out of Australia are 
exempt under s. 23 (s) (i). 

(4) D. enlisted in the A..F. on October 15, 1940. He embarked 
for service overseas on June 1, 1941, and returned to Australia on 
November 15, 1941. His return was not due to injury or illness. Since 
then he has remained on service in Australia. His pay and allowances 
earned between October 15, 1940, and May 31, 1941, are not exempt 
because, although he embarked within the prescribed period, he is 
excluded from exemption by s. 23 (s) (ii) (1), ie, he was not on 
service out of Australia for a period of six months immediately follow- 
ing the date of embarkation. The pay earned by him whilst out of 
Australia, i.e., from June 1, 1941, to November 14, 1941, is exempt 
under s. 23 (s) (i). Pay and allowances earned since his return to 
Australia on November 15, 1941, are assessable as he is not covered by 
the exemption provided by s. 23 (s) (iii). 

(5) In the case of E., the circumstances are the same as those relating 
to D., except that he returned to Australia owing to injury or illness, 
on account of which he was discharged from the A.I.F. without resum- 
ing duty. E.’s pay and allowances from the date of enlistment, 
October 15, 1940, until the day prior to embarkation, May 31, 1941, 
are exempt under s. 23 (s) (ii) because, although he remained abroad 
for less than six months, his return was due to injury or illness and he 
has thus satisfied condition (2) of that sub-paragraph. Pay and allow- 
ances earned since his return to Australia are exempt under s. 23 (s) 
(ii) (2) because he did not resume duty here. 

(6) F. enlisted in the A.I.F. on October 1, 1939; embarked for 
overseas on August 1, 1940; returned to Australia on January 18, 1942, 
when he immediately resumed duty and still remains on service in Aus- 
tralia. For the reasons stated in Example (2), his pay and allowances 
up to embarkation are exempt under s. 23 (s) (ii). His pay and 
allowances whilst serving abroad are exempt under s. 23 (s) (i). He 
resumed duty in Australia on January 18, 1942, and he is exempt under 
s. 23 (s) (iii) for the three months ended April 17, 1942. Thereafter 
his pay and allowances are assessable unless he again embarks for 
service outside Australia, when s. 23 (s) (ii) will again operate. 

(7) In the case of G., the circumstances are the same as those relating 
to F., except that eight months after he returned to Australia G. was 
sent on service to Papua, where he still remains. For the reasons 
stated in (6), G. is exempt in respect of the whole of his pay and 
allowances up to the time he returned to Australia. Pay and allowances 
earned by him in Australia after his return are exempt under s. 23 (s) 
(iii) for the first three months. He may also prove to be exempt for 
the remaining five months whilst he was in Australia because he 
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re-embarked for service out of Australia within twelve months after 
the close of the year of income. If he remains in Papua for a period 
of not less than six months, or returns to Australia earlier through injury 
or illness, s. 23 (s) (ii) will operate to exempt his pay and allowances 
while serving in Australia during the five months immediately prior to 
embarking for Papua. The pay and allowances earned by him in 
Papua are also exempt under s. 23 (s) (i). Although under s. 6 
Australia includes Papua, for the purposes of the exemption in 
s. 23 (s) “ ‘Australia’ does not include any Territory of the Common- 
wealth which is not part of Australia.” Papua, not being a part of 
Australia, is therefore “out of Australia.” 

(8) H. was serving in the A.M.F. at the outbreak of the present 
war. He transferred to the A.I.F. on November 1, 1939, and embarked 
for overseas on July 1, 1940. He is still on service abroad. Section 23 
(s) proviso (b) provides that the exemption contained in sub- 
paragraphs (ii) and (iii) shall not apply to exempt the pay and allow- 
ances earned by a member of the Defence Force prior to the date of 
his enlistment in that force for service beyond the limits of the Com- 
monwealth. “Commonwealth” includes any territory of the Common- 
wealth. H. is therefore assessable in respect of his pay, and allowances 
up to October 31, 1939, i.e., date prior to his enlistment in the A.LF. 
Thereafter his pay and allowances are exempt. 

(9) I. joined the A.M.F. on February 1, 1940. He served in Aus- 
tralia until June 15, 1942, when he embarked for service in Papua. He 
is not exempt in respect of his service in Australia because under 
s. 49 of the Defence Act, 1903-1941, members of the Defence Force 
who are members of the Military Forces shall not be required, unless 
they voluntarily agree to do so, to serve beyond the limits of the 
Commonwealth and those of any Territory under the authority of the 
Commonwealth. Thus, the definition of “Commonwealth” is in accord- 
ance with s. 49 of the Defence Act and I. is denied the exemption in 
respect of pay and allowances earned in Australia (s. 23 (s) proviso 
(b)). I. is exempt in respect of pay and allowances whilst serving out 
of Australia, i.e., in Papua (s. 23 (s) (i)), as Papua is not included 
in the word “Australia” for the purposes of s. 23 (s)—see (7). 

(10) J. is a member of the permanent military forces. He is sent 
on a special mission abroad, but is not appointed to the A.I.F. He 
remains abroad seven months. His pay and allowances earned out of 
Australia are exempt under s. 23 (s) (i), but his pay and allowances 
earned whilst in Australia both before embarkation and after his return 
are assessable, as the pay and allowances were “earned by a member 
of the Defence Force who is not appointed as a member of a body, 
contingent or detachment of that Force out of Australia (s. 23 (s) 
proviso (a) ). 

(11) K. joined the R.A.A.F. on October 15, 1940. He served in 
Australia until June 30, 1942, when he embarked for service in Papua, 
where he is still serving. His pay and allowances in Australia for 
income years ended June 30, 1941 and 1942, are exempt under s. 23 (s) 
(ii) because he embarked for service out of Australia “within twelve 
months after the close of the year of income.” By the terms of his 
appointment he was required to serve anywhere at home or abroad and 
he is not therefore excluded by the proviso to s. 23 (s). His pay and 
allowances on and after June 30, 1942, are exempt under s. 23 (s) (i). 

(12) L. is a member of the R.A.N. By the terms of their appoint- 
ment, permanent naval and air force personnel are required to serve 
anywhere at home or abroad. Up to June 30, 1941, he served in Aus- 
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tralia. On July 1, 1941, he commenced to serve in a sea-going ship and 
was absent from Australia until August 1, 1942, when he commenced 
service on a depot ship in Australia. L. is assessable in respect of his 
pay and allowances derived during year ended June 30, 1940, as he 
did not commence service within twelve months after the close of the 
ear of income. He is exempt for year ended June 30, 1941, because 
s. 23 (s) (ii) applies to that year. He is exempt under s. 23 (s) (i) 
whilst serving out of Australia. For the three months beginning on 
August 1, 1942 (date of return to Australia), and ending on October 31, 
1942, he is exempt under s. 23 (s) (iii). If, thereafter, he again 
commences service in a sea-going ship he is entitled to exemption in 
respect of his pay and allowances in Australia earned on and after 
November 1, 1942, if he satisfies the conditions laid down by s. 23 (s) 
(ii)—-see Example (7). ‘“Sea-going ship” does not include a depot 
ship or a ship principally employed on or in connection with port or 
harbour defence. 

(13) M. was a member of the R.A.N. before the present war. He 
commenced service in a sea-going ship on June 30, 1941. He returned 
to Australia on September 1, 1941, and remained on duty here until 
September 30, 1941, when he commenced service in another sea-going 
ship and returned to Australia on January 31, 1942. His pay and 
allowances from September 3, 1939, to June 29, 1941, are exempt under 
s. 23 (s) (ii) because— 

(a) he commenced to serve in a sea-going ship “within twelve 
months after the close of the year of income”; and 


(b) during the period of twelve months immediately following 
the date on which he commenced to serve in a sea-going ship 
he was, for periods which aggregated not less than six months, 
borne in a sea-going ship. 


The pay and allowances earned by M. whilst serving out of Australia 
are exempt under s. 23 (s) (i). The pay and allowances earned between 
September 1, 1941, and September 30, 1941, are exempt under s. 23 (s) 
(iii). The pay and allowances from January 31, 1942, are exempt for 
the first three months after his return under s. 23 (s) (iii) and they 
may also be thereafter exempt under s. 23 (s) (ii) if he again com- 
mences to serve in a sea-going ship—see Example (7). 

(14) N. is a R.A.N. liaison officer who has served in London since 
the outbreak of war. O. is a member of the R.A.A.F. who also left 
Australia before the beginning of the war and has served abroad since. 
P. is a liaison officer of the Permanent Military Forces who commenced 
service in London after the outbreak of the war. The pay and allow- 
ances of N. and O. since September 3, 1939, are exempt under the 
original provisions of s. 23 (s) and the present provisions of s. 23 (s) 
(i) because they were earned “out of Australia.” P. is also exempt 
under s. 23 (s) (i) in respect of his pay and allowances earned out of 
Australia. It will be seen, therefore, that the exemption under s. 23 (s) 
(i) applies to ex-Australian pay and allowances, provided the recipient 
is a “person enlisted in or appointed to the Defence Force” and it is 
immaterial whether or not the member is serving in a sea-going ship, 
or is a member of a body or contingent serving overseas, or has enlisted, 
etc., for service overseas. 

(15) Q. joined the R.A.A.F. on November 1, 1939, and embarked 
for service in the Middle East on November 30, 1940. He returned 
to Australia, wounded, on June 15, 1941. He was able to resume duty 
in Australia on November 1, 1941. He served in Australia until 
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March 15, 1942, when he was transferred for duty in New Guinea. 
He served in New Guinea until August 15, 1942, and was then trans- 
ferred back for service at Darwin. 

The pay and allowances of Q. earned in Australia for the period 
November 1, 1939, to November 29, 1940, are exempt under s. 23 (s) 
(ii) (1), as he embarked for service out of Australia within twelve 
months after the close of the year of income and during the twelve 
months following embarkation he was on service out of Australia and 
returned to Australia owing to injury. The pay and allowances derived 
in Australia for the period June 15, 1941 (date of return to Australia), 
to January 31, 1942 (three months after resumption of duty in Aus- 
tralia), are exempt as follows :— 

(a) Period to June 15, 1941, to October 31, 1941, because he 
returned to Australia owing to injury: s. 23 (s) (ii) (2); 

(b) period November 1, 194i, to January 31, 1942, because under 
s. 23 (s) (iii) he is exempt for three months immediately 
following his resumption of duty in Australia, having satisfied 
one of the conditions laid down by s. 23 (s) (ii). 

Q. is not exempt in respect of his pay and allowances earned in Aus- 
tralia for the period February 1, 1942, to March 15, 1942 (expiry of 
three months after resumption of duty to date of transfer to New 
Guinea), unless he serves six months or periods aggregating six 
months out of Australia, within twelve months of March 15, 1942 (date 
of transfer to New Guinea). He was in New Guinea for five months 
only. Under s. 23 (s) (i) he is exempt in respect of all pay and allow- 
ances earned out of Australia for the periods November 30, 1940. to 
June 14, 1941 (Middle East), and March 16, 1942, to August 15, 1942 
(New Guinea). 


DEPRECIATION OF PLANT, ETC., IN CONSEQUENCE OF USE IN 
CONNECTION WITH PRESENT WAR 


Under s. 54 a deduction is allowed in respect of the depreciation of 
plant, etc., owned and used by the taxpayer for the purpose of producing 
assessable income. The Commissioner is required, by s. 55, to make 
an estimate of the effective life of each unit of plant, etc., and the annual 
depreciation per centum is fixed accordingly. 

New s. 59A, inserted by the Amending Act (No. 2) of 1942, provides 
that, if a taxpayer considers the amount allowed for depreciation of war 
plant is not sufficient to cover wear and tear, he may apply to the 
Commissioner to have the depreciation allowed during the war years 
reviewed by the Board of Referees. 

The war plant referred to above must have been acquired or installed 
after June 30, 1938 (the beginning of the income year in which re- 
armament commenced), and must be of such a nature that depreciation 
is allowable in respect thereof under s. 54 (s. 59A (1)). 

Each application for a deduction under s. 59A must be accompanied 
by a certificate from the Department of Munitions, the Department 
of Supply and Development, the Department of Commerce, or by any 
other authority which may be prescribed by regulations, certifying that 
the plant the subject of the application was acquired or installed for 
use, primarily and principally, in, or in connection with, the prosecution 
of the present war (s. 59A (2)). 

Applications under s. 59A may be lodged at any time either prior to, 
or within two years after, the termination of the present war (s. 59A 
(1)), but the certificate referred to in the last preceding paragraph 
must be obtained from the Department concerned— 
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(a) within six months of the date of the commencement of s. 59A, 
i.e., before March 6, 1943, in cases where the plant was in- 
stalled or acquired prior to the date of the commencement of 
s. 59A; or 

(b) within six months of the acquisition or installation of the 
plant, in cases where it was acquired or installed on or after 
(a) - of commencement of s. 59 (October 6, 1942) (s. S59A 

The Commissioner may, in his discretion and upon reasonable cause 
being shown, extend for a further period, not exceeding sixty days, the 
periods of two years and six months referred to in the last preceding 
paragraph (s. 59A (5) ). 

If the Board of Referees is satisfied that— 

(a) a unit of war plant was scrapped, sold or otherwise disposed 
of either prior to, or within two years after, the termination 
of the present war; or 

(b) the actual value of a unit of war plant at June 30 next succeed- 
ing the termination of the war is less than its depreciated 
value; or 

(c) the effective life of the unit, as estimated by the Board of 
Referees after the termination of the present war, is, or will 
+_ than that estimated by the Commissioner under 
s. 55, 

the Board may determine the annual depreciation per centum of that 
unit of war plant and the income years to which such amended annual 
depreciation shall apply (s. 59A (3)). The Commissioner is required 
to give effect to the Board’s decision by amending the assessments of 
the war years concerned so as to include the increased depreciation 
allowed by the Board. No time limit is placed on the issue of such 
amended assessments (s. 170 (10)). For the purposes of s. 59A, the 
Board may assign to any plant such value as it thinks fit (s. 59C). The 
decision of the Board shall be final and conclusive (s. 59E). 

The concession granted by new s. 59A may prove to be of the utmost 
importance to taxpayers engaged in war production. Under s. 59 (1), 
where plant is disposed of, lost or destroyed and the consideration 
receivable is less than the depreciated value, the difference is an allow- 
able deduction of the income year in which the disposal, etc., took 
place. The taxpayer may have made large book profits during the war 
in respect of which he paid Commonwealth taxes at the maximum rates, 
but events may prove, on sale of war plant after the war, that he 
received insufficient depreciation during the war years. The taxpayer 
may be making little or no profit after the war and the allowance of 
such insufficient depreciation during a post-war year, i.e., when the 
plant is sold or scrapped, may be profitless to him. 

Again, under the ordinary depreciation provisions of the Act, the fact 
that sufficient depreciation has not been allowed during the life of the 
plant can only be demonstrated upon actual disposal, loss or destruction. 
Under new s. 59A actual disposal, etc., is not necessary for the purpose 
of establishing an increased depreciation allowance during the war 
years. The taxpayer may in post-war years find use for his war plant 
working at reduced costs, including a smaller depreciation charge. If 
this be the case, it is better that he should receive a just depreciation 
allowance at the hands of the Board of Referees based on a post-war 
valuation than that he should have to incur the economic waste of 
scrapping or selling his war plant in order to obtain such allowance. 
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Where an additional allowance is granted by the Board of Referees 
under s. 59A in respect of diminution in value of war plant, the 
depreciated value of the plant under s. 62 is reduced accordingly. 


Example (1) Prime Cost Basis: 


Plant bought during year ended June 30, 1940... .. .. £1,000 : 
Depreciation allowed by Commissioner for four years 

ended June 30, 1944, at 10 per cent. per annum .. .. 400 f 

—— v 

£600 1 

Additional depreciation allowed by Board for above- c 

mentioned four years (the rate determined being 15 3 

ar ee SD do Wo os 6c. Se oe 36 we cu 0% 200 f 

— ( 

Depreciated value at June 30, 1944 . £400 , 

Depreciation allowed by Commissioner for years ended I 

June 30, 1945 and 1946, at 10 per cent. per annum .. 200 

Depreciated value at June 30, 1946... .. .. .. .. £200 1 

Plant sold during year ended June 30, 1947, for .. .. .. 220 








( 
Excess assessable under s. 59 (2) .. .. .. «- £20 


Example (2) Diminishing Cost Basis: 


Plant bought during year ended June 30, 1940, for .. .. £1,000 

Depreciation allowed by Commissioner at 10 per cent. 
per annum— 

Year ended June 30, 1941 .. .. .. 2. os «- 100 

£900 

Year ended June 30, 1942 .. .. .. .. .. .. 90 

£810 

Year ended June 30, 1943 .. .. .. .. .. «. 81 

£729 

Year ended June 30, 1944 .. .. .. .. .. . 72 

£657 


Additional depreciation allowed by Board for above- 
mentioned ‘four years (the rate determined being 15 


i rr nD ie as we oe 40 ee Ke lee Ge os 134 

Depreciated value at June 30, 1944 .. .. .. £523 
Depreciation allowed by Commissioner at 10 per ‘cent. 

per annum— 

Year ended June 30, 1945 .. .. .. 1. «2 52 

£471 

Year ended June 30, 1946 .. .. .. .. .. «. 47 

Depreciated value at June 30, 1946 .. .. .. .. £424 

Plant sold during year ended June 30, 1947, for .. .. .. 220 


Loss deductible under s. 59 (1) .. .. .. .. 
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DEPRECIATION OF BUILDINGS IN CONSEQUENCE OF USE IN 
CONNECTION WITH PRESENT WAR 


Under s. 54 depreciation is allowed in respect of factory buildings 
only to the extent to which they form integral parts of plant and 
machinery. 

New s. 59B, inserted by the Amending Act (No. 2) of 1942, provides 
for a special allowance in respect of the loss on sale, or the loss in 
value, of buildings constructed or acquired by a taxpayer after June 30, 
1938, for war purposes. The allowance may also be granted in respect 
of a loss in connection with alterations, additions or extensions made 
after June 30, 1938, to an existing building. Provision is also made 
for an allowance where the taxpayer, in consequence of the construction 
or acquisition of a building for war purposes after June 30, 1938, has 
ceased to use any other building which he had used in carrying on his 
business, and tha taxpayer has incurred a loss (not being a loss which 
is an allowable deduction) as a result of such cessation (s. 59B (4)). 

Each application for a deduction under s. 59B must be accompanied 
by a certificate from the Department of Munitions; the Department of 
Supply and Development, or the Department of Commerce, or by any 
other authority which may be prescribed by regulations, certifying that 
the building or alteration, addition or extension, as the case may be, 
was constructed or acquired for use primarily and principally in, or in 
connection with, the prosecution of the present war (s. 59B (2)). 

Applications under s. 59B may be lodged at any time either prior 
to, or within one year (not two years as in the case of plant (s. 59A) 
after, the termination of the present war (s. 59B (1)). The certificate 
referred to in the last preceding paragraph must, however, be obtained 
from the Department concerned within six months of the commencement 
of new s. 59B, i.e., within six months after October 6, 1942, or, if the 
building is constructed or acquired, or if the additions, etc., have been 
made, after the commencement of the Act, within six months of the 
construction or acquisition of the building or within six months of the 
making of the additions, etc. (s. 59B (5)). 

The Commissioner may, in his discretion and upon reasonable cause 
being shown, extend for a further period, not exceeding sixty days, 
the periods of one year and six months referred to in the last preceding 
paragraph (s. 59B (6)). 

If the taxpayer satisfies the Board of Referees that— 

(a) the building or addition, etc., was disposed of prior to July 1 
next succeeding the termination of the present war at a price 
less than its net cost, as defined by s. 59B (4) (b); or 

(b) the value of the building, etc., at June 30 next succeeding the 
termination of the war (or, where the Board determines the 
question prior to that date, but after the termination of the 
war, the value at the date on which the Board determines the 
question ), is less than the net cost, as defined, of the building, 
etc., 

and, in either case, the loss under (a) or the deficiency under (b) is 
wholly or mainly due to conditions arising as a consequence of the 
present war, the taxpayer will be granted a deduction of an amount 
ascertained by distributing the loss under (a) or the deficiency under 
(b) proportionately over the period commencing on the date when the 
building, etc., was constructed or acquired and ending on the date 
when the building, etc., is sold or otherwise disposed of in the case 
of (a), or on June 30 next succeeding the termination of the war in the 
case of (b), whichever date first happens (s. 59B (3) ). 
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The assessments of the war years in respect of which an allowance 
is granted by the Board will be amended. No time limit is placed on 
the issue of such amended assessments (s. 170 (10)). 

For the purpose of s. 59B the Board of Referees may assign to any 
building or to any alteration, extension or addition to any building, 
such value as it thinks just (s. 59C). As previously stated, where a 
taxpayer, instead of extending his existing building, has removed to 
new premises, and has sustained a loss through vacating the old build- 
ing, such loss may be allowed. The loss is added to the cost of the 
new building, and is thus brought to account in determining any loss on 
sale, or loss in value, of the new building. The amount of the loss 
through vacating the old building is left to the determination of the 
Board of Referees (s. 59B (4) (b)). On all these and any other 
questions relating to any allowance under s. 59B the decision of the 
Board shall be final and conclusive (s. 59E). The Board may for the 
purposes of s. 59A and s. 59B be assisted by such expert and technical 
advisers as the Treasurer, upon the recommendation of the Board, may 
appoint. Such advisers shall, however, act in an advisory capacity 
only. 

For the purpose of determining the amount, if any, of a loss on sale, 
or the loss in value, of a building, etc., used for war purposes, the net 
cost of the building, alteration, addition or extension, as the case may 
be, shall be an amount equal to all expenditure of a capital nature in- 
curred in constructing or acquiring the building, and any loss through 
vacating an old building as explained in the last preceding paragraph, 
less in any case— 


(a) any sum provided or to be provided by the Commonwealth, 
or by a State, or by a public authority, towards the cost of 
constructing or acquiring the building, not being a sum pro- 
vided or to be provided as a loan; 

(b) an amount equal to any part of that expenditure in respect 
of which depreciation is allowed under s. 54 or s. 59A, e.g., to 
the extent to which the building forms an integral part of plant 
or machinery. 

(c) all insurance recoveries in respect of the loss, destruction, or 
diminution in value of, or damage to, the whole or any part 
of the building (s. 59B (4) (b)). 


Section 59B (4) (c) provides that a building shall be deemed to 
have been constructed or acquired, as the case may be, on the date 
when it is first used for the purposes for which it is constructed or 
acquired, notwithstanding that the construction may not have actually 
been completed on that date. 

If a taxpayer receives an allowance under s. 59B in respect of the 
loss in value of a building, and he subsequently sells the building, there 
is no provision in the Act for any further allowance in respect of any 
loss on sale; neither is there any provision for the inclusion in the tax- 
payer’s assessable income of any gain on sale, i.e., as compared with 
the net cost of the building less allowance granted under s. 59B. 

The allowance under s. 59B is of the utmost importance to those 
engaged in war production. These taxpayers may proceed with the 
erection of new premises or the extension of existing premises without 
the fear that each commemoration stone contains a bankruptcy certificate 
on a winding-up order because of the enhanced cost of war-time build- 
ings and the possibility of their not being put to full gainful use after 
the war. 
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CoMMONWEALTH War-TIME (Company) Tax 
Claim for inclusion of reserve for unexpired risks in capital employed 

The Board of Review has recently decided that for purposes of s. 24 
(1) (b) of the Commonwealth War-time (Company) Tax Assessment 
Act, an insurance company is not entitled to have included in its capital 
employed the amount standing to the credit of reserve for unexpired 
risks at the beginning of the accounting period. The following is an 
extract from the Board’s decision :— 

“We find definite support for our views in Sun Insurance Office v. 
Clark (1912 A.C. 443; 6 Tax Cases 59) where the House of Lords 
took the view that in the case of annually renewable insurances the 
profit derived by the insurance company concerned from insurances 
effected in any year was a matter of estimation. It was held that, 
in the particular case under notice, the creation and carrying forward 
of a reserve for unexpired risks, amounting to 40 per cent. of the 
premiums received in the year of income, was an acceptable method 
of estimating the extent to which the profit on insurances effected in 
that year was derived, respectively, in that year and the following year. 
We are unable to say whether it was proper for the company, in the 
present case, to adopt precisely the same method of estimation, but the 
point is immaterial. It is sufficient for the purposes of s. 24 (1) (b) 
that the company did adopt that method.” 


REMUNERATION OF DIRECTORS 
The following is a summary of the decisions of the Board of Review 


contained in Vol. 9, C.T.B.R. :— 
Claimed Allowed Allowed 

Cas. Particulars of Company by by by 
No. Taxpayer Commissioner Board 
56 Manufacturing and retailing 

business: Three managing 

directors (brothers), the 

shares held by them repre- 

senting a little more than 

one-third of the paid-up 

capital. Distribution for year 

under review (1939) was 6 

per cent., which was a little 

less than one-half the net 


profit :— 

A. (in charge of one factory) £1,506 £1,000 £1,506 
B. (in charge of another) .. 1,506 1,000 1,596 
C. (in control of retailing 

PER 1,506 1,000 1,506 


57 Manufacturing company, one 
of a large group of associated 
companies, of all of which X. 
was a director. X.’s total 
remuneration from the com- 
panies in which he was con- 
cerned amounted to several 
thousands of pounds. In 
respect of above company :— 
Fees : 

xX iat “ee 52 52 52 


Five others—each . 
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Cas. 


No. 


Particulars of Company 

Salary: 

“It might easily happen that 
he (X.) and his co-directors 
could draw between them a 
very large remuneration for 
their services as directors 
and as managers, but when 
the Commissioner (or the 
Board) has to form an 
opinion as to what is reason- 
able the fact that all of these 
companies have similar prob- 


lems would certainly not be 
unimportant.” 


58 Merchants and agents: Com- 





pany actively interested in a 
number of companies in 
which it held shares, and the 
products of which it sold. 
The paid-up capital was 
£32,000, the shares being 
owned by A., 27,000; B., 
5,000 :— 

A. (governing director) . 

B. (managing director) .. 
The reason given by the 
Commissioner for differen- 
tiation was that the com- 
pany’s Melbourne business 
(managed by B.) was con- 
siderably greater than its 
Sydney business (managed 
by A.); moreover, a higher 
value was placed on B.’s ser- 
vices. 
“The Board was asked to 
take the same view as the 
Commissioner merely _ be- 
cause of the difference be- 
tween the results shown by 
the Victorian and New South 
Wales sections of the tax- 
payer company’s business. 
This, at best, is only one of 
the facts to be considered. 
It is certainly not an ex- 
clusive or an adequate test. 
It entirely fails to give due 
weight to the governing 
director’s responsibility for 
the policy and operations of 
the business as a whole.” 


NOV. 
Claimed Allowed Allowed 
by by by 
Taxpayer Commissioner Board 
468 52 260 
£2,040 £1,040 £2,040 
2,040 2,040 2,040 
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Particulars of Company 


59 Motor finance business: Paid- 


up capital £7. Moneys re- 
quired for carrying on busi- 
ness provided in part by A. 
(a director), balance by out- 
side borrowings. The other 
director was B. (a public ac- 
countant), and his staff per- 
formed all the company’s 
bookkeeping and office work. 
B.’s employee made inspec- 
tions of cars and interviewed 
dealers and debtors, but final 
decision as to loans rested 
with A. A. received no in- 
terest on advances, and B. 
made no direct charge for 
services. Their reward came 
by virtue of an arrangement 
whereby they divided the 
profit in the proportions of 
three-fifths to A. and two- 
fifths to B.:— 
has 66 we 
_ oe 


Total net profit for year .. 


The Board considered that 
the words “services ren- 
dered” could not be inter- 
preted to include the advanc- 
ing of moneys free of in- 
terest. 


60 Retail store: Company com- 


menced operations on March 
1, 1937, when it took over a 
business carried on in part- 
nership. The three former 
partners were the directors, 
and held all the shares except 
one: 
Period ended July 31, 1937 
(five months)—total fees 
Year ended July 31, 1938— 
i 7 os «6 av «66s 
“The disclosed profits (£42 
for 1936-1937 and £1,248 for 
1937-1938) are small in re- 
lation to the capital em- 
ployed, and it is fairly ob- 
vious that little, if any, 
thought was given to the 


Claimed 
by 


Taxpayer Commissioner 


£306 


£510 


£2,400 
6,000 


Allowed 
by 


£100 
75 


£1,260 
3,000 


509 
Allowed 


by 
Board 


£100 
204 


£1,260 
3,900 

















Particulars of Company 


claims of the shareholders as 
such. This is evidently ex- 
plained by the fact that all 
the paid-up shares (with the 
exception of one) were held 
by the three salaried direc- 
tors. The Board, however, 
has consistently maintained 
that capital is entitled to its 
reward, and that this con- 
sideration should be kept in 
mind for the purpose of form- 
ing an opinion as to what 
constitutes reasonable _ re- 
muneration for the services 
of directors in any particular 
case. Another consideration 
of at least equal importance 
is, of course, the value of 
those services, from the 
standpoint of the business.” 
With regard to 1937-38, the 
Board considered that the 
amount awarded by it 
(£1,300 for each of the three 
directors) held the scales 
fairly evenly between the 
claims of capital and services, 
as there remained profit re- 
presenting approximately 10 
per cent. on the company’s 
ordinary capital. 

Wholesale business : The man- 

aging directors were A and 
B, two brothers, who held a 
majority of the shares: 
Year ended June 30, 1939: 
There had been a similar 
dispute in relation to year 
ended June 30, 1937 (8 
C.T.B.R., Cas. 61). On that 
occasion, the Board increased 
the total deduction from 
£3,000 (amount allowed by 
Commissioner) to £3,500. 
The net profit disclosed for 
the two years was: 

Te +c oe oe SSS 
ae = 
On the other hand, the turn- 

over was: 
BPGY cc ce oo SR 
Boee sc oc oo See 


Claimed 
by 


Taxpayer Commissioner 


£2,000 
2,000 
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Allowed 
by 


£1,750 
1,750 





NOV. 


Allowed 
by 
Board 


£1,750 
1,750 
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Claimed Allowed Allowed 

Cas. Particulars of Company by by by - 
No. Taxpayer Commissioner Board 

Out of the 1939 profits, a 

dividend of 124 per cent. was 

declared, which absorbed 

£3,361, and left a balance of 

only £618 in the profit and 

loss appropriation account. 

“It would be adopting too 

arbitrary a standard to say 

that directors’ remuneration 

should rise or fall as the sales 

or the profits rise or fall. 

Directors might well be en- 

titled to substantial reward 

for obviating losses in a 

period of exceptional diffi- 

culty. Turnover and profit 

are no more than facts which 

enter into the consideration of 

the position as a whole.” 
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RETIRING ALLOWANCES, ETCc. 


Section 25 (d) provides that the assessable income of a taxpayer shall 
include five per cent. of the capital amount of any allowance, gratuity 
or compensation where that amount is received in a lump sum in con- 
sequence of: 

(a) retirement from; or 
(b) the termination of 
any office or employment, and whether so paid— 
(i) voluntarily ; 
(ii) by agreement; or 
(iii) by compulsion of law. 

Where s. 25 (d) applies, five per cent. of the capital amount of any 
retiring allowance, etc., paid in a lump sum is assessable income of the 
year in which the lump sum is paid, and of that year only. No further 
sum is assessable in respect thereof. 

An amount assessable under the provisions of s. 26 (d) is income 
from personal exertion, see s. 6—definition of “income from personal 
exertion.” 

Section 26 (d) does not apply to an amount which, under s. 109 (b), 
is deemed to be a dividend paid to the recipient. 

As will be seen later, s. 26 (d) differs from its predecessors in that 
it has been extended to include the taxation of amounts received as 
compensation for the termination of employment, whether by agreement 
or as the result of a judgment of the Courts or otherwise. In drafting 
the 1936 Act, the view was taken that the consideration received in such 
circumstances should be treated in the same manner as retiring allow- 
ances and gratuities. Decisions to the contrary (cf. Scott v. C. of T. 
(N.S.W.) (1935) 35 S.R. (N.S.W.) 215) infra do not therefore apply. 


Lump Sum Payments to two Retiring Directors and to another 
Director for Alteration in Status and Surrender of Right Under 
Articles to Compensation for Loss of Office 

The Respondents in these cases were directors of a limited company. 
They had no written contracts of service with the company. Article 
109 of the company’s articles provided that in the event of any director, 
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who had held office for not less than five years, dying or resigning or 
ceasing to hold office for any cause other than misconduct, bankruptcy, 
lunacy or incompetence, the company should pay to him or his repre- 
sentatives by way of compensation for loss of office a sum equal to the 
total remuneration received by him in the preceding five years. All 
three directors had held office for not less than five years. 

In cases (1) and (2) the Respondent resigned office as director and 
received from the company as “compensation” a payment calculated 
in accordance with article 109. 

In case (3) the Respondent desired to retire from active management 
of the company, but his co-directors wished to be able still to consult 
him, and it was agreed that he should resign the office of Chairman, 
receive as “compensation” a lump sum in lieu of the provision under 
article 109, waiving any future claim under that article, and remain 
on the board of the company at a reduced rate of remuneration. 

Held, in the Court of Appeal, in cases (1) and (2) that the payment 
constituted a profit of the office of director and was properly assessable 
to Income Tax under Schedule E for the last year of office. (In these 
cases there was no appeal to the House of Lords.) 

Held, in the House of Lords, in case (3) that in the circumstances of 
that case the sum received was not income assessable to Income Tax 
Henry v. A. Foster; Henry v. J. Foster; Hunter v. Dewhurst (1932) 
16 Tax Cas. 605. 

In view of the decision of the New South Wales Supreme Court in 
Scott v. C. of T. (N.S.W.) (1935) 35 S.R. N.S.W. 215, no part of the 
compensation received in a lump sum for loss of office would be assess- 
able under the Commonwealth Act but for the specific provisions of s. 
26 (d) of that Act. 

It will be observed that in the case of Hunter v. Dewhurst, the 
respondent remained on the board of the company but resigned his office 
of Chairman of Directors and, what was of vital importance to him, sur- 
rendered his present and future rights under Article 109 to compensation 
for loss of office. It may be that in these special circumstances, s. 26 
(d) would apply in that the sum received was “in consequence of retire- 
ment from . . . any office or employment” i.e., the office of Chairman of 
Directors. If so, 5 per cent. of the amount so received would be assess- 
able income of the year of receipt. 


Lump Sum Payment to Director for Retaining Office 


The respondent, who for many years had been a director of a company, 
notified his fellow-directors of his intention to resign, which he was 
entitled to do under the company’s articles. The other directors there- 
upon wrote asking him not to serve notice of resignation, and saying 
that, in consideration of his not doing so, the company would pay him 
£45,000 and would enter into a formal deed to that effect. The com- 
pany entered into the deed. The respondent, who, previous to the 
execution of the deed, had received a salary of £1,500 a year, agreed to 
remain a director at £400 a year, on the understanding that he would 
devote less time in the future to the company’s business. Held, that the 
payment of £45,000 being made in consideration of the respondent re- 
maining a director of the company, constituted a profit arising from his 
office as director and was properly assessable to English income tax 
under Schedule E. Hunter v. Dewhurst, supra, distinguished (Prender- 
gast v. Cameron (1940) 23 Tax Cas. 122.) 

“T ought to add that in my opinion the case of Hunter v. Dewhurst, 
is distinguishable from the present case. It was a curious case and 
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occasioned a good deal of diversity of judicial opinion; but in my view 
it turned on the unusual circumstance that Commander Dewhurst had 
only to resign his office as director to become immediately entitled under 
article 109 of the company’s articles to a sum exceeding £10,000, whilst 
if he did not resign but remained a director at £250 a year for any 
length of time (as suggested) he would forfeit far the greater part of 
the sum payable under article 109. In these circumstances it was held 
by a bare majority in this House that the sum of £10,000 was paid to 
Commander Dewhurst to obtain a release of his right to a greater sum 
under article 109. On this view it was not paid as ‘wages perquisites or 
profits’ derived from his office of director. I do not think this case 
throws any light on the nature of the payment of £45,000 to the 
Appellant,” per Viscount Maugham at pp. 147-8. 


Lump Sum Payment to Director as Compensation for Relinquishing 
Right to Remuneration 


The Respondent was the managing director of a company manufac- 
turing metal goods. In 1935, in order to reduce its dependence on 
outside sources for the tinplate which it required, the company, on the 
Respondent’s recommendation, purchased tinplate works and formed a 
wholly-owned subsidiary company to take them over; the subsidiary 
sold to the parent company at cost price all the tinplate it produced. The 
responsibility for the management of the venture fell largely upon the 
Respondent and another director, and the Respondent suggested to the 
company that they should be specially remunerated by a percentage 
share of the notional profits made by the subsidiary. The company 
agreed in principle in January, 1935, the arrangement to subsist up to 
1945, but no exact percentage was fixed. The additional remuneration 
which would have been payable to the Respondent if calculated on the 
basis suggested by him amounted to £1,200 for the year 1936-37 and 
£1,400 for the year 1937-38, with the likelihood of an increase in sub- 
sequent years. These sums were much larger than had been expected, 
and no additional payment was in fact made to the Respondent, but in 
November, 1937, it was agreed that the 1935 arrangement should be 
terminated in the company’s interests. The Respondent agreed to accept 
£500 as remuneration for his services up to November, 1937, and £4,000 
as compensation for the loss of his right to future remuneration under 
the earlier agreement. He continued to be managing director of the 
parent company. 

On appeal by the Respondent against an additional assessment to 
Income Tax under Schedule E in respect of the said sum of £4,000, the 
Special Commissioners decided that the sum was received by the 
Respondent not under the contract of employment nor as remuneration 
for services rendered or to be rendered, but as compensation for giving 
up a right to remuneration. They held, therefore, that the sum was 
not assessable to Income Tax in the Respondent’s hands and discharged 
the assessment. 

Held, that the decision of the Special Commissioners was correct. 
(Duff v. Barlow (1941) 23 Tax Cas. 634.) 

“I am therefore of opinion that this sum of £4,000 is to be regarded 
as a sum of money which was not provided for and not paid under 
the contract which Mr. Barlow made with the Metal Box Company at 
the time of the inception of this new venture with the Eaglesbush Com- 
pany, and was not paid in consideration for services rendered under 
that agreement, because that was provided for by the payment of the 
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£500, nor for services to be rendered, but was a payment made as com- 
pensation for loss of the source of income which Mr. Barlow was giving 
up by the agreement of November 25, 1937. The case, though not on 
all fours with Hunter v. Dewhurst upon the facts, is, I think, covered 
by the observations of Lord Atkin in that case (16 Tax Cas. at pp. 
644-5). For these reasons, I am of opinion that, the decision of the 
Special Commissioners was right and that the appeal should be dis- 
missed with costs,” per Lawrence J. at p. 641. 

It should be observed that in the above case the company had decided 
that “the agreement, not merely the agreement to pay the percentages, 
but the agreement under which Mr. Barlow was to perform the services 
of manager of the Eaglesbush Tinplate Works, was not in the interests 
of the company. In accordance with the minute, the formal agreement 
of November 25, 1937, after reciting the material facts, . . . expressly 
determines the agreement—again not the agreement merely to pay Mr. 
Barlow the percentages, but the agreement under which Mr. Barlow was 
obliged to perform these duties as manager of the Eaglesbush company” 
(at p. 641). It may be, therefore, that under s. 26 (d) of the Common- 
wealth Act, 5 per cent. of the sum so received £4,000, would be assess- 
able income as being an “amount paid in a lump sum in consequence of 
retirement from ... any . . . employment” i.e., the joint management 
of the subsidiary company. 


Compensation for Termination of Employment Paid by Company in 
Instalments of same Periodicity and Estimated Amount as Salary 
Payable Under Agreement 


In C. of T. (Vic.) v. Phillips (1936) 55 C.L.R. 144, it was agreed to 
pay the taxpayer £20,301 to retire him from the service of a company. 
This sum was computed on a basis of £5,252 a year, or £101 a week, 
for the unexpired period of his agreement with the company. The 
amount was payable by equal instalments of £404 every four weeks. 
Held, that the amounts received under the arrangement were assessable 
income. “A contract of service is valuable only because of the income 
it will bring during the residue of its term. It is not a piece of market- 
able property. Unless it is rescinded or broken, it is not usually possible 
to obtain a lump sum or any other consideration representing its value. 
When such an occasion arises its value is likely to be expressed in terms 
of income and is by no means to be translated into capital. No prima 
facie reason exists for regarding as instalments of capital annual pay- 
ments which are taken in place of the contractual rights such a contract 
gave. In the present case, the contract expressed the total of the monthly 
payments as a lump sum. But the period being fixed, the rate of pay- 
ment being estimated and the intervals being already established, the 
statement is no more than an arithmetical equivalent. Indeed it is not 
the present value of the future payments but merely their sum. In 
Van den Berghs Ltd. v. Clark (1935) A.C. 431, at p. 442, Lord Mac- 
millan says :—‘If the taxpayers were merely receiving in one sum down 
the aggregate of profits which they would otherwise have received over a 
series of years, the lump sum might be regarded as of the same nature 
as the ingredients of which it was composed.’ In the present case there 
is no lump sum down; there are monthly payments estimated to corre- 
spond in amount with the monthly payment which otherwise the taxpayer 
would have received and the payments are to be made over the same 
period of time. In these circumstances they must, in our opinion, be 
regarded as of the same nature as the payments they replace. They are 
of an income nature” (per Dixon and Evatt JJ., at pp. 156, 157). 
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In 9 C.T.B.R. Cas. 70, infra, the Board of Review pointed out that 
in Phillips’ case the crucial facts were that the compensation received by 
the respondent upon the termination of his service agreement was the 
exchange of his right to future periodical payments under that agree- 
ment for a right to payments of the same periodicity and (estimated) 
amount over the same period. 





Compensation for Termination of Office Under Crown Paid in a 
Lump Sum 

In Scott v. C. of T. (N.S.W.) (1935) 35 S.R. N.S.W. 215, the 
appellant had been appointed as Chairman of a Government Board for 
a term of five years. During his term of office an Act was passed 
dissolving the Board, and in an action against the Crown the appellant 
received £7,000 as compensation for loss of his office. Held, that no 
part of the sum received was assessable. 

Section 26 (d) was inserted in the Commonwealth Act to overcome 
the decision in Scott’s case. That paragraph expressly provides that 
the assessable income of a taxpayer shall include 5 per cent. of the 
capital amount of any compensation where that amount is paid in a lump 
sum in consequence of the termination of any office whether so paid 
voluntarily, by agreement, or by compulsion of law. 


Compensation for Termination of Office Under Crown Paid in 
Instalments 


A taxpayer was appointed for a period of seven years to a position 
created by statute. After he had held the position for three years, his 
appointment was terminated by a special enactment. After negotiations, 
it was agreed between the taxpayer and the Crown that he was to re- 
ceive a certain sum, not in a lump sum, but in 36 monthly payments. 
This amount was less than the equivalent of the salary which he would 
have received if he had held his statutory appointment for the full term 
of seven years, calculated in accordance with the principles approved by 
the High Court in Geddes v. McGrath 50 C.L.R. 520. The total amount 
received by the taxpayer during the relevant year by way of the monthly 
payments was assessed as income derived by him. He objected on the 
ground that it was not income but was compensation for loss of office, 
and was assessable only to the extent of 5 per cent. of the total. The 
Board of Review held (9 C.T.B.R. Cas. 70) that— 

(1) the sum received was not assessable income under the general 
provisions of the Commonwealth Act; 

(2) as the compensation was not paid in a lump sum, it could not 
be brought within the provisions of s. 26 (d). The taxpayer 
was therefore in error in admitting that 5 per cent. of the 
total sum payable was assessable income ; 

(3) the sum received during the year of income was not assessable 
under s. 26 (e) as that paragraph is not applicable to com- 
pensation for deprivation of a right to be employed or to render 
future services. 


The following is an extract from the Board’s decision on the first 
point: 

“For these reasons the sum in question is, in our opinion, covered by 
the case of Scott v. Commissioner of Taxation (N.S.W.) (3 A.T.D. 
142) in which statutory compensation precisely similar to that which 
would have been paid to the taxpayer—if the circumstances justified 
it—was held by the Supreme Court of New South Wales not to be 
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income. In our opinion, Scott’s case was not over-ruled by Phillips’ case, 
( (1936) 55 C.L.R. 144). 

“The confirmation of Scott’s case by Mann C.J. (see 3 A.T.D. at p. 
261) seems to us to be supported by the following remarks of Dixon and 
Evatt JJ. in Phillips’ case: 

“It is true that to treat a sum of money as income because it is com- 
puted or measured by reference to loss of future income is an erroneous 
method of reasoning. Cf. Californian Ou Products Ltd. (in Lig’n) v. 
Federal Commissioner of Taxation; Van den Berghs v. Clark. It is 
erroneous because, for example . . . the computation may be done for 
the purpose of ascertaining what capitalized equivalent should be paid 
for the future income.’ We have already pointed out that Phillips’ case 
was based on the literal ‘income equivalence’ of the compensation there 
in question. The payments in the present case are several steps further 
removed than the compensation in Scott’s case from the ‘income equiva- 
lence’ of the compensation paid to Phillips. 

“In Scott’s case the compensation was the capitalised equivalent of the 
future income. In the present case the payments are capital receipts 
which cannot even be said to be approximately the equivalent of any 
income of which taxpayer was deprived.” 

If the decision of the Board of Review is correct, then the defect in 
s. 26 (d) should be remedied, as it is manifestly unjust that five per 
cent. of the capital amount of compensation for loss of office is assess- 
able if that amount is received in a lump sum whereas no part of the 
compensation is assessable if it is received in instalments, except in 
the circumstances existing in Phillips’ case, supra. The position is 
remedied in the New South Wales Income Tax Management Act, 1941, 
see s. 22 (d). 


DEDICATED TO THE MAN 
Wuo Makes TEN Worps Grow 
WuHeErRE ONE Grew BEFORE 


Continue, prattler! Put my weary brain 
Into a semi-paralytic trance ; 

Tell the same story o’er and o’er again; 
Relate once more each petty circumstance. 

Pile up your platitudes, until my brow 
Is creased in suffering. You do not hear 

My comments veiled in mute anathemas! 
You chatter still—and how! 

You are a bag of words, blatant and drear. 
Your talk is merely an escape of gas. 


Darkling I listen; and when argument 
Is windy, repetitious, waste of breath, 
And words stream forth without a clear intent, 
I hope and pray to have an easier death. 
I’d like to see word-spinners in a cage 
In Hades, where they’d swallow fiery coals 
In number equal to their endless hours 
Of idle verbiage. 
I’d have no mercy on the worthless souls 
Whose tiresome talk my precious time devours. 


“JAPHET.” 
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War-Time Responsibilities of Business Executives 
By C. L. S. Hewitt, 8.coM., A.1.C.A., A.C.A.A. 





Black Marketing Act, 1942 

On October 6, 1942, assent was given to the Black Marketing Act, 
1942, which provides heavy penalties for the offence of black marketing. 
The Act defines various offences which constitute black marketing and 
among the offences listed are those of selling or purchasing goods at 
excessive prices or acquiring or disposing of goods without ration 
coupons. The Act specifies certain minimum penalties for offences 
against the Act, including a minimum term of imprisonment for any 
culprit. The Act states that the offence of black marketing shall not 
be prosecuted without the written consent of the Attorney-General 
after report from the Minister administering the Regulations in relation 
to the offence so committed and advice from a Committee representative 
of certain Commonwealth Government Departments. 

The Act further provides that where it appears likely to the Court 
that the convicted person has, since February 20, 1942, as a result of 
trading operations made excessive profits it shall refer to the prescribed 
authority the question whether such excess profits have been made and 
the amount thereof. The prescribed authority, if it makes to the Court 
a report stating that the person has made excessive profits must specify 
the amount of them, and the Court may then impose upon the convicted 
person a fine not exceeding twice the amount of the excess profits so 
specified. 

A special provision is made in the Act for offences by bodies cor- 
porate and provides the responsibility which must be assumed by 
Directors and other employees of a Company. 

The Act also states that upon the conviction of any person for the 
offence of black marketing the person is required to exhibit at his place 
of business a notice containing particulars as to the conviction. The 
Court may also order him to print on his invoices, accounts and letter- 
heads for a period of not less than three months from the date of the 
conviction a notice containing such particulars relating to the con- 
viction as the Court determines. 

National Security (Economic Organisation) Regulations 

On October 2, 1942, amendments were made to these Regulations 
providing that the consent of the Treasurer must be obtained in any 
case where a person wishes to purchase land except certain transactions 
specified, including those to which the Crown is a party. 

This limitation effectively restricts the right of people freely to pur- 
chase houses for the purposes of investment and in fact it has been 
stated that consent to the purchase of the property will be given only 
when the purchaser does not already own a house and that he intends 
to live in it himself. The Regulations provide that if a person has been 
allowed to purchase a house on the understanding that he will reside in 
it, he may not afterwards let the house without the Treasurer’s consent. 

In certain circumstances where it is necessary for a person to sell 
a property either because the previous owner has died or has become 
bankrupt or for other personal reasons it is understood that the vendor 
must first find a purchaser who can provide the whole of the purchase 
money in cash. Application may then be made to the Treasurer for 
consent to the sale. 

National Security (Industrial Peace) Regulations 

An amendment to these Regulations provides that where, for the 

purposes of carrying out any works, the direction and control of which 
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are vested in an authority appointed under any National Security 
Regulations, any persons employed are required to move from one State 
to another and the Minister or the Attorney-General is of the opinion 
that the terms of their employment are thereby affected, he may refer 
to the Court any matters relating to their employment to be observed 
in the carrying out of their work in the State to which those persons 
have moved. 


National Security (Hirings Administration) Regulations 

These regulations were made for the purpose of facilitating and ex- 
pediting the assessment and payment of compensation to per- 
sons suffering loss or damage by reason of the exercise of the 
Commonwealth’s powers under the National Security (General) Regu- 
lations. The Regulations set up Central and Local Hirings Committees 
which may advise the Minister with respect to any matter referring to 
hirings. The Central Committee may also make general orders in 
relation to hiring and in particular prescribe conditions to apply to the 
hiring of any particular class of premises. 


National Security (Supplementary) Regulations 

An amendment to these Regulations provides that the Prime Minister 
may empower the Premier of a State to take action to conserve the 
stocks of coal in those cases where it is considered essential to do so. 
The Premier on receipt of such authority is permitted to make by order 
such provisions as are considered necessary towards conserving coal 
supplies in that State. 

A further amendment to these Regulations specifies minimum charges 
for admission to certain entertainments. The purpose of the amend- 
ment is to prevent any person reducing without authority his charge 
for admission to any entertainment when, prior to the imposition of the 
entertainment tax, the fee for admission was 1/-. 


National Security (Landlord and Tenant) Regulations 

An amendment to Regulation 9 of the National Security (Landlord 
and Tenant) Regulations provides that in determining the fair rent of 
any premises, the Board must have regard to the justice and merits of 
the case and the circumstances and conduct of the parties, together with 
any hardship which would be caused to the lessor or lessee or any 
other person by the making of a determination increasing or reducing 
the rent. 


National Security (Holidays and Annual Leave) Regulations 


These Regulations lay down the basis for the granting of annual leave 
and certain specified holidays between December 25, 1942, and January 
2, 1943. With regard to annual leave an employer is required during 
the period from the commencement of the Regulations, namely October 
1, 1942, to March 31, 1943, to arrange the granting of annual leave to 
his employees so that no more than 15% shall be absent at any one time 
except under certain specified circumstances. 


National Security (Rationing) Regulations 

An order made under these Regulations provides that a person shall 
not supply or dispose of any rationed goods by means of a raffle, art 
union, lottery or competition whether involving the exercise of skill or 
not. 
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Classification of Accounting Data—VI 


CLASSIFICATION OF EXPENSE 
By A. A. FirzGeRALp anp L. A. SCHUMER 


“Expense” is one of the classes of accounting data which arises from 
the application of the “Fund” basis of classification to cash payments 
or to liabilities to pay cash accepted by an undertaking, whichever is 
appropriate to a specific undertaking. Like “Revenue,” “Expense” 
cannot be defined in absolute terms unless it refers to a number of 
transactions of a particular kind over the full lifetime of an under- 
taking, changes in the purchasing power of money being ignored. 

For the reasons discussed in the fifth article of this series, the basic 
classification of Receipts and Payments in a trading concern will usually 
require modification to allow for those elements in Expense which are 
in effect “Deductions from Revenue” and those elements in Revenue 
which are “Deductions from Expense.” 

If accounting records are established on a liability basis, deductions 
from Revenue and Expense respectively are treated in the same way 
as under the cash basis. But in this event, at the end of the lifetime 
of the undertaking, an adjustment is required in respect of liabilities 
accepted by the undertaking which are not ultimately settled by cash 
payment. Every charge to Expense results in the creation of a liability 
which the undertaking must eventually dispose of by cash payment, 
but the whole of those liabilities may not ultimately be paid in full for 
one or more of the following reasons: 

(a) The undertaking purchased goods or services on the under- 
standing that the supplier would allow a discount if the account 
were paid within an agreed period, and advantage has been 
taken of this condition of purchase; 

(b) For some good and sufficient reason the creditor has agreed 
to accept payment of an amount less than the original debt. 
Error in computing the liability is an example of such a 
reason ; 

(c) The undertaking has been released from the obligation to pay 
in full or in part by the voluntary consent of the creditor or 
by operation of the law or it is unable to pay in full. 

Expense created on a liability basis will therefore be converted into 
absolute terms by the following adjustments: 

(a) Deductions from Expense included in Revenue. 

(b) Cash Discounts allowed by creditors. 

(c) Other allowances by creditors. 

(d) Cancellation of liabilities by creditors. 

(e) Deductions from Revenue included in Expense. 

We may now proceed to consider the sub-division or expanded classi- 
fication on the various bases discussed in previous articles of the class 
of accounting data which may be called absolute or pure Expense. 


FINANCIAL APPROPRIATION OR FUNDS 


As with Revenue, the sub-divisions of Expense from this standpoint 
are indicated by the names or designations of the funds. Classification 
of transactions into Expense is, itself, of course, classification according 
to funds. The same basis of classification, however, may again be applied 
to Expense according to funds of different kinds, as in the following 


examples : 
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Professional Institute 
Expense—General Fund 
Expense—Benevolent Fund 
Expense—Building Fund 
Expense—Prize Fund. 

Public Hospital 
Expense—Maintenance Fund 
Expense—Building Fund. 

Life Assurance Company 
Expense—Ordinary Department 
Expense—Industrial Department 
Expense—Accident Department. 
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ACCOUNTING PERIODS 
The purpose of classification of Expense according to accounting 
periods has been fully dealt with in preceding articles. Classification in 
this way involves apportionment by one or other of the following 
methods : 


1. No deferment to future 

This approach is the most conservative since it requires each expendi- 
ture to be borne in the period in which it is incurred or made. It is 
applicable to those undertakings of the “non-trading” type which are 
not concerned with nice apportionments as between one period and 
another and which may in fact be content to keep accounting records 
on a purely cash basis. In other undertakings it will be applied to all 
expenditures which confer no benefit on future periods. It will also be 
applied to items which, whilst conferring benefit on future periods are 
of such small magnitude that division between one period and another 
would serve no useful purpose. 
2. Apportionment according to time 

Many services are purchased on the basis that they are to cover a 
specified period of time. If the specified period should overlap the end 
of the selected accounting period, the expenditure can be apportioned 
between the present accounting period and the future in proportion to 
the service period within each. Common examples are premiums for 
insurance, rentals, maintenance contracts and remuneration of em- 
ployees. 


3. Apportionment according to consumption 


When the expenditure has resulted in the acquisition of commodities 
which are not wholly consumed within the accounting period in which 
the expenditure took place apportionment can take place according to 
the quantities of each commodity consumed in the respective periods. 
For example, if 100 articles are purchased at a total expenditure of 
£100 and 50 have been consumed within the current accounting period, 
it would be logical to allocate £50 of the Expense to the current period 
and defer £50 to future periods. In practice, however, difficulties 
arise in apportioning the Expense when similar commodities are pur- 
chased at differing prices. When it is not possible to identify the actual 
lots consumed it is usual to resort to one or more rule of thumb methods 
known as “First-in-first-out,” “Average Cost,” “Market Value,” 
and “Last-in-first-out.” 

4. Apportionment according to loss in value 


When the expenditure relates to the acquisition of an indivisible 
object such as a building, a machine or a piece of furniture or to the 
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acquisition of a right such as goodwill, a patent or a franchise, the bene- 
fit of which extends beyond the end of the accounting period in which 
the expenditure took place and is expected to expire at some time in the 
future apportionment of the original outlay may be made according 
to the extent that the expenditure has diminished in value in each 
accounting period through which its usefulness extends. 

When applied to tangible objects such as structures and equipment, 
this loss in value is usually termed “depreciation ;” when applied to 
natural resources such as mineral deposits, “depletion,” and when ap- 
plied to intangibles such as goodwill and patents, “amortisation.” What- 
ever term is used, the fundamental concept is “expired outlay.” It is 
important to notice that the term “value” as used in this connection 
has no reference to market value. It must be interpreted solely as cost 
value. 


5. Apportionment according to opportunity 

The benefit derived from some expenditures obviously extends over 
several periods, often it is so difficult to discover a logical basis for 
apportionment to individual accounting periods that the “writing off” 
of the expenditure from time to time is in some instances influenced 
by whim, and in others by the opportunities that present themselves. 
For example, it is very difficult to determine the lifetime of expenditures 
on experimental and developmental work, or expenditures on the 
acquisition of goodwill. It is consequently difficult to determine the rate 
at which such capital outlay is expiring. For that reason it is common 
practice for part or the whole of such expenditures to be charged to 
those accounting periods in which there is a comfortable excess of 
Revenue over Expense. In the case of goodwill this leads to the paradox 
that many undertakings whose goodwill is extremely valuable have 
completely written off its costs whilst others carry in their balance- 
sheets large goodwill items long after their realisable values have 
disappeared. . 


6. Total deferment to the future 

This approach involves no apportionment of the expense to any 
selected accounting period within the lifetime of the undertaking, and 
the expense is not disposed of until the affairs of the undertaking are 
completely wound up. The reason for the total deferment may be that 
the expenditure confers permanent benefit and is, therefore, not appor- 
tionable; or, on the other hand, apportionment is so arbitrary that it 
may serve no useful purpose. This view may be taken of expenditures 
for the purpose of acquiring or creating goodwill. A long chain of 
court decisions appears to give legal sanction to this method of treatment, 
however imprudent it may be from the standpoint of business finance. 

Of all these bases of apportionment of Expense to accounting periods, 
depreciation is the most difficult. The determination of the extent to 
which an outlay has expired within a selected period requires technical 
examination of the object concerned, of the use to which it is put, and of 
all the factors that operate eventually to extinguish its usefulness. The 
causes of depreciation in its widest sense are :! 

1. Ordinary “wear and tear” in use: 

(a) result of friction, vibration, and other processes involved 
in actual operation ; 
(b) decay due to oxidization, crystallization and other natural 
processes which are inevitable with the passage of time. 


1. Accountants’ Handbook. 
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2. Unusual damage or deterioration 
Accidents, exposure to weather, effects of storms, floods, 
volcanic eruptions, etc. 


3. Exhaustion 
Applicable to assets such as animals, fruit, trees, soil fertility. 
4. Limited Possibility of Use 
(a) Life of asset contingent upon productivity of other assets, 
e€.g., Suriace equipment of a mine; 
(b) Leasehold improvements ; 
(c) Limited by period of license to operate. 


5. Inadequacy 
(a) Arising from change of policy or ownership; 
(b) Arising from motives of economy ; 
(c) Arising from unforeseen development ; 
(d) Imposed from without. 


6. Obsolescence 
(a) Normal loss in value due to normal progress in the in- 
dustry, inadequacy, change in demand, in product, or in 
location, or some similar cause; 
(b) Unexpected and unforeseen loss in value due to invention, 
sudden and unforeseen cessation of demand, or any other 
cause which is a mere contingency. 


7. Decrepitude 
Result of chemical reactions, dust accumulation, warping, 
rotting, etc., whether asset is in use or idle. 


8. Negligence 
Failure to maintain or keep in good order. 


9. Structural defects 
Improper materials or erroneous design. 


10. Diseases 
Electrolysis, crystallization. 


The bases of apportionment have been discussed on the assumption 
that they are as far as possible to be logical, but, as indicated in earlier 
articles in this series, the doctrine of conservatism applies in the 
apportionment to accounting periods of both Revenue and Expense. 

The influence of this doctrine on Expense apportionment has the 
following results in a trading concern :— 

(a) No expenditure is deferred to future accounting periods unless 
it unmistakably confers benefit on future operations. 

(b) Expenditures to acquire intangibles are “written off” over the 
shortest possible period on the grounds that intangibles have 
less lasting value than tangible objects and are more susceptible 
to sudden dissipation. 


Applied to the apportionment of expenditures on commodities, the 
doctrine of conservatism operates widely in that the unused outlay to be 
carried forward to future periods is tested by the application of the 
rule, “cost or market value, whichever is the lower.” 

For this purpose market value is usually deemed to be:— 

(a) For merchandise—market or current selling value less the 
average cost to sell or less the average “mark up.” 

(b) For materials for conversion or other purposes—present re- 

placement cost or realisable value. 
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(c) For materials in the process of manufacture—present replace- 
ment cost or selling value less all costs yet to be incurred and 
profit. 

(d) For completely manufactured products—selling value less 
expense yet to be incurred and profit. 


INHERENT PROPERTIES OR QUALITIES 


This simple and elementary basis of classification takes cognizance of 
the inherent qualities or properties of the transaction or of the object 
with which the transaction is concerned. Applied to Expense, this 
basis requires the adoption of headings such as Merchandise, Wages, 
Stationery, Rent, Taxes, Postages, Cables, Commission, Freight, Pro- 
fessional Fees, and so on. 

Strictly carried out, this basis of classification would generally result 
in a considerable number of headings when applied to Expense because 
of the wide variety of expenditures. Usually, therefore, some attempt 
must be made to limit the number of headings so as to avoid an 
unwieldy classification. This economy is usually effected by the rational 
combination of items of Expense which, though differing in nature, 
have nevertheless some relationship. For example, Postages, Telegrams, 
Cables and Telephones, could be combined as one item—“Communica- 
tions.” Irrational combinations should be avoided because they tend to 
obscure the benefits which should result from detailed classification. 
Examples of irrational combinations are :— 

(a) Printing, Stationery, Advertising, Stamps, Telegrams. 
(b) Gas, Electricity, Telephone, etc. 

An attempt to limit the number of headings has been made by the 
National Retail Dry Goods Association (U.S.A.), which has adopted 
a standard classification of Expenses according to their nature, limited 
to 14 headings (omitting Merchandise), namely :— 


Pay-roll, Rentals, Advértising, Taxes, Interest, Supplies, Ser- 
vices Purchased, Unclassified, Travelling, Communication, Repairs, 
Insurance, Depreciation, Professional Services. 


Limitation in the number of headings in this way requires a clear 
understanding of the items that are to be disposed of under each heading. 
It is usual, therefore, as far as possible to identify all of the related items 
covered by the principal heading so that those concerned with the classi- 
fication and subsequent examination of the data may be under no 
misunderstanding as to the factors concerned. 

Such headings as “Sundries,” “General Expenses,” “Trade Ex- 
penses” and the liké should be scrupulously avoided. 

In any given instance the problem of natural classification may 
be approached in a practical manner by selecting a limited number of 
headings and expanding each to a desirable extent in some such way as 
the following :— 


1. Services of Officers and Employees: 
(a) Directors’ Fees. 
(b) Salaries and Wages. 
(c) Bonuses. 
(d) Commission. 
2. Commodities : 
(a) Merchandise for re-sale or conversion. 
(b) Replacement parts for machinery. 
(c) Stationery and printed matter. 
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d) Office Supplies. 


( 

(e) Lubricants. 
(f) Containers. 
( 


(h) Repair and Maintenance Materials. 


3. Services other than of Officers and Employees: 


(a) Legal. 

(b) Audit and Accountancy. 

(c) Taxation Service. 

(d) Architectural and Engineering. 

(e) Advertising. 

f) Debt Collection. 

(g) Publications and Technical Information. 

(h) Communication by Telephone, Telegram, Cable, Mail and 
Radio. 


(i) Sustenance. 

(j) Trade Associations. 

(k) Banking. 

(1) Fire Protection. 

(m) Electric Power. 

(n) Agency. 

(0) Transport of persons by road vehicle, railway, tramway, 


ship or aeroplane. 
(p) Transport of goods by road vehicle, railway, ship or 
aeroplane. 


4. Insurance of Risks: 


(a) Compensation of Workmen. 

(b) Accident. 

(c) Fire. 

(d) Perils of transport by road, railway, sea or air. 
(e) Burglary, theft and robbery. 

(f) Dishonesty of employees. 

(g) Riot and Civil Commotion. 

(h) Negligence. 

(i) Damage by the elements. 

(j) War Damage. 


. Rentals: 





(a) Land and Buildings. 

(b) Machinery. 

(c) Other facilities. 

. Gifts: 

(a) Donations to charitable institutions and organisations for 


promoting social welfare. 

(b) Donations to War Funds. 

(c) Superannuation of employees. 
Use of Money: 

(a) Interest. 

(b) Procurement commissions and brokerage. 
. Compensation or fines for default or wrong: 
(a) Loss of or damage to property of others. 
(b) Injury to person of others. 
(c) Breach of contract. 
(d) Violation of law. 
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9. Taxation: 
(a) Income or Profit Tax. 
(b) Land Tax. 


(c) Payroll Tax. 

(d) Sales Tax. 

(e) Municipal Rates. 

(f) Water, Drainage and Sewerage Rates. 
(g) Excise and Customs Duties. 

(h) Licences and Permits. 

(i) Imposts on Documents. 


10. Land and Natural Resources (or Depreciation thereof) : 
(a) Land. 
(b) Mineral Resources. 
(c) Plantations. 


11. Immovable Structures (or Depreciation thereof) : 
(a) Buildings. 
(b) Roads. 
(c) Railway and Tramway Lines. 
(d) Drainage. 
(e) Wharves. 
(f) Bridges. 


12. Plant and Equipment (or Depreciation thereof) : 
(a) Machinery. 
(b) Furniture. 
(c) Fittings. 
(d) Tools. 
(e) Patterns. 
(f) Vehicles. 


13. Protected Rights (or Depreciation thereof): 
(a) Patents. 
(b) Trade Marks and Trade Names. 
(c) Copyrights. 
(d) Franchises. 
(e) Secret Processes and Formulae. 
(f) Goodwill. 


The application of classification according to accounting periods in 
addition to natural classification would modify the foregoing to the 
extent of the items under headings 10 to 13, since it is in respect of 
these items that apportionment between accounting periods is made on 
the basis of loss in cost value. 

As a sole basis for classifying Expense, the natural method is suitable 
for the smaller type of business or an undertaking whose operations 
are diversified or complex. It is usually applied in association with 
some other basis or bases in all other undertakings. In all cases, how- 
ever, it forms the basis for income tax returns. 


ADMINISTRATIVE RESPONSIBILITIES 


This basis of classification is concerned with division of responsibility 
between the proprietors of the undertaking and the management and 
with delegation of responsibility within the undertaking below the chief 
executive responsible to the proprietors. A primary classification of 
Expense is, therefore, required under two headings: 
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(a) Operating Expense—expense for which the management is 
responsible ; and, 

(b) Non-Operating Expense—expense for which the proprietors 
are responsible, maybe only notionally. 

Non-Operating Expense, from this viewpoint, may include: 

(a) Donations to charitable institutions and organisations for 
promoting social welfare, and donations to war funds; 

(b) taxes on income or profits; 

(c) voluntary gifts to employees through insurance, superannua- 
tion or other welfare schemes; 

(d) insurance against loss of profits; 

(e) expense incurred for the use of money (e.g., interest on 
debentures, interest on loans and bank overdrafts, discount on 
debentures, and legal fees related to the borrowing of money) ; 

(f) expense incurred in connection with the formation or in- 
corporation of the undertaking, amalgamation with other 
undertakings, or re-organisation or reconstruction of the 
undertaking or its capital. 

Expense incurred for the use of money is clearly chargeable as an 
expense because it represents an outlay by the undertaking, and the only 
question arises as to its inclusion in which of the two groups—“Operat- 
ing” or “Non-Operating.” Borrowed capital may be required by a 
business, but at the same time it may be logical to come to the con- 
clusion that the proprietors should provide sufficient capital to carry on 
the undertaking and their failure to do so should be indicated by charging 
the interest, etc., as a non-operating item. The question of responsi- 
bility is paramount in many of these problems and it is possible that the 
active management of the concern has had in fact no say in determining 
how the capital structure of the business was built up. Management is 
responsible for an adequate return on the capital invested in the opera- 
tions of the undertaking, and interest, etc., payable on borrowed money 
is a deduction from this return rather than a formal expense of the 
business. 

In regard to Operating Expense, classification may be related to the 
responsibilities delegated to subordinates by the chief executive and 
the organisation may be according to functions, territories, commodities 
or services as defined in the fourth article in this series, or a combina- 
tion or two or more of these types. Classifications applicable to terri- 
torial, commodity and service organisations have been illustrated in the 
fifth article in this series. Examples of functional classification are: 


Manufacturing Business: 
Expense— Manufacturing. 


Expense—Selling. 

Expense—Administration (including accounting). 
Newspaper: 

Expense—Editorial and News. 

Expense—Advertising. 

Expense—Circulation. 

Expense— Mechanical. 


Expense—Administration. 
Road Transport: 
Expense—Maintenance. 


Expense—Operation. 
Expense—Administration. 
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Retail Store: 

Expense—Buying. 

Expense—Selling. 

Expense—Publicity. 

Expense—Delivery. 

Expense—Occupancy. 

Expense—Administration. 
Delegation of responsibility implies responsibility for the expense 
incurred in the sphere of activity over which supervision is to be 
exercised. This basis of classification is, therefore, fundamental in 
these types of organisation. 
(Other bases for expansion of classification of Expense will be dealt 

with in the next article.) 


The Effective Use of Production Control Boards 
By A. JOSEPHS, A.C.A.A., A.I.C.A., A.A.LS. 


(Lecturette delivered to members of the Australasian Institute of Cost 
Accountants and Costs Research Society of Australia, N.S.W. 
Division). 

Production makes extensive use of technicians, machinery and other 
facilities, and successful operation is possible only under planned 
conditions. Planning for production involves the co-ordination of all 
forces to form a logical and definite sequence of events to accomplish a 
definite object within a definite time. 

The cycle of the production function is filled with an interplay of fac- 
tors, occurring in different volumes of varying times and sequences. The 
nature of control will vary with every industry, the size of the 
organization, the method of manufacture and the form of management. 
The establishment of a uniform record for systematic control of pro- 
duction through manufacturing stages calls for an intensive study and 
development of all associated recorded data. 

The necessity, therefore, for a graphical portrayal of the rapidly 
changing data in production control is strongly emphasised. Charts, 
graphs, and other diagrammatical forms are practicable aids for auto- 
matically indicating progress or performance of a series of events 
against planned schedules. 

The control board is a device developed from the chart, and it is the 
purpose to confine this description to the effective use of a control board 
in actual operation in a large mass production works. 

Its place is found in an engineering organisation, manufacturing, 
under mass production conditions, mechanical units, such as internal 
combustion engines, tractors and other classes of automotive machinery. 
Standardisation of the products, the plant and methods have been 
developed throughout the organisation, so that production now proceeds 
to definite programmed quantities for stock requirements. 

Raw materials of irons and steels of various grades, sizes and 
weights are used in many ways and for many purposes. There are 
thousands of parts, on each of which one or many processes take place, 
in specified sequences on a diversity of machines, in different locations 
of the plant. 

The engaging of these complex activities in correct sequence to 
conform to scheduled time-table emphasises the great importance 
attached to an extensive and successful planning function, and it is here 
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where there has been developed a mechanical Gantt Chart or “Control 
Board,” to show the progress of manufacture of a production programme 
of standard machines, by expressing various quantities of manufactured 
parts, combinations of parts, minor assemblies or any group component 
of the machines, in units against time. 


DESCRIPTION OF THE BOARD 


There are rounded hooks adjoining the top of the Board. These 
are used to suspend the boards (there being 80 in use) in its position 
around an iron rail. The name of the assembly, its group number or 
index, is indicated on a white cardboard strip, inserted in the space 
known as “the title block.” The group number also refers to the section 
within the product classification. 

Below next are 32 separate compartment filing spaces, for holding 
the information card of the line or part number directly below. These 
small “information” cards provide the written evidence of the progress 
of the order, the rate of production, processing machines or departments 
in sequence, balance to complete, its reference to its assembly group 
number, the programme number, and finally the manner of disposal of 
the completed quantity. 

The next panel, known as the “sub-title block,” contains small 
white cardboard strips, in vertical position, to show the part number, 
quantity per machine (to same scale) and in some instances an assembly 
group number. 

Directly below are black and red leather strips (4 in. wide), 
joined together by a small spring. These strips are moved easily up 
and down the face of the board (faced with graduated ruled back- 
ground). The leather strip passes over small pulleys or rollers fastened 
in position on the rods. It is possible to move the leather strips right 
round the board, showing when and where desired, the position of the 
black or red, commencing from the top or the bottom. 

To the extreme right, a long white vertical cardboard strip is 
produced on a scale, spaced at equal lengths, corresponding to weeks 
of production. The weeks are numbered on the scale from the bottom, 
and a coloured signal is placed on the scale representing the moving 
date line. 

Whenever a leather strip is drawn up from the bottom in black, this 
represents the assembly or the combination of those parts immediately 
to the left of it, and these “part-strips” are indicated themselves by a 
red strip from the bottom. An indicator or signal (which is itself movable 
on the leather strip) can be placed in such a position to allow for the 
time necessary to complete preparatory operations on the raw material. 
For example, a part consisting of a casting made in the foundry would 
need to display the signal on the movable strip, in such a position 
against the scale, to allow for its production time in the foundry, before 
requiring the quantity for passing to its machining operations. (Dif- 
ferent coloured movable signals can be utilised to indicate the nature of 
delays in production of the required quantities. ) 


PRINCIPLE OF CONTROL 


The principle of control is based upon the correct interpretation of 
the positions of the leather strips, in relation to the “building” or 
assembly programme. A standard model of machine, having been 
completely analysed into its minute components (represented by parts), 
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are then arranged in specified sequence or order along each board. The 
boards also are arranged in this manner, and their exact position along 
the rail is determined by the sequence of building the assembly, that is, 
the order in which the assemblies themselves are required to build into 
the complete machine. 

Thus a number of parts built together make an assembly, and the 
position or relationship of the parts’ strips against the assembly strip 
is noted. Similarly upon a board used entirely for the grouping or 
building together of two or more assemblies, the specified order or 
arrangement of these strips indicate the sequence and stage of building 
up the complete machine. Therefore, it is possible, from this arrange- 
ment of strips upon the boards, to observe the complete specification of 
the machine, as a whole, and also the manner or order in which the 
machine is built. It is not possible, however, to indicate the operations 
or their sequence on individual parts, upon the strips on the board, 
housed in control room. Processes and quantities are controlled from 
department offices or “control stations” located within convenient 
positions of the factory. 

It is mentioned, also, that the numbering of the parts, as arranged by 
the order of the strips, serves as an index for all purposes in ordering, 
production, sales and service. 

A long white cord, drawn horizontally across the face of all the 
boards in one piece, represents the number of machines built, and its 
position is determined by the quantity completed expressed in units of 
time (shown on the scale). 


How THE ORGANIZATION UsEs THE Boarps 

The object is to show the number of completed machines manufac- 
tured against the schedule, and by observing whether the white cord is 
ahead or behind the moving calendar date. The required number of 
machines to manufacture is undertaken satisfactorily by manufacturing 
for stock, parts, combinations of parts, sub-assemblies, etc., in such 
quantities, and at such rate and sequence, which will preserve during 
the course of a production programme, a sufficient margin or “cushion” 
of parts ahead of assemblies, and of a sufficient number of minor assem- 
blies, ahead of machines. 

However, these factors are to some extent governed by the efficient 
and economic use of the production groups (or cost centres) of the 
factory. Production must proceed in an even and continuous flow, and 
as a result, layout of work, machine loading, quantities and sequence 
of jobs, become the main responsibility of the foremen. These records 
for production control, i.e., instruction cards, production orders, sequence 
of operations, processing machine, are “mastered” through the “control 
stations” within departments. The capacity of certain machine groups 
are closely watched, and jobs switched whenever machine hours are 
available. As the strips on the control board represent completely manu- 
factured parts, strips are not moved during processing. When parts 
are finished and moved into manufactured parts store (housing the 
“buffer” of parts) a tally is sent to the control room, when the strips 
are moved to the required position. 


Propuction CONTROL FROM ORDERING TO TALLYING 
Upon the authority being issued by the management to produce a 
certain number of complete machines, plus the needs for the spare parts 
sales section, the position of the tapes on the boards in relation to the 
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past programme is considered. A past programme may be “out of 
balance,” indicated by the varying levels of the tapes. Such a state of 
affairs is usually consequent to excessive spoilages, or from the extra 
demands of the spare parts sales section. Such shortages, therefore, 
must be taken into account and added to the quantity of parts, required 
to build the number of machines for the current production programme. 
Extra parts held in stock above requirements are deducted from the 
ordered quantity placed on the shop. 

Having ascertained the quantities, a record of the number is placed 
on the small white information card. The orders for their manufacture, 
issued in sufficient copies, are placed in each of the departments requiring 
to perform some process or operation on the parts. Copies of the assembly 
orders are forwarded to the required position along the assembly lines. 
Materials, under specification, containing a full list of the parts made 
from each grade, are placed at the bulk raw material “stations.” Stan- 
dard lots of 25, 50 or 100 of each material are in constant use. Purchased 
parts, required for fitting and assemblies operations, are made ready 
from the store in assembly kits, in the required quantities. The produc- 
tion programme of castings manufactured in the foundry is drawn under 
each specification of metal and handed to the foremen, usually four weeks 
ahead of the date of placing the processing or machining orders. 


ORDERING AND MANUFACTURING SEQUENCE 


At the commencement of a production programme, the strips around 
the control boards are drawn up and placed in that position which indi- 
cates the quantity on hand, measured against the vertical time-scale. 

The orders for the manufacture of parts are placed in a definite 
sequence upon the departments which are required to process them. 
This sequence of ordering is indicated by the position of the strips in 
the lowest position, that is to say, where the stock margin of parts is 
considered to be insufficient or dangerous. 

The sequence of their manufacture, however, may be varied or further 
determined by the foremen, who, having all the information available 
at the “control stations,” relating to machines, set-ups, capacity, etc., 
are best able to control time factors, keep their machines busy, and 
provide processed parts in sufficient quantities ahead for the assemblers. 

During the course of the manufacturing programme, foremen of 
departments are kept advised from the clerk in charge of the control 
boards by the issue of reports on “stock shortages.” In this instance 
the processing sequence will thus be determined and set by the “time- 
table” of the sub-assembly requirements, indicated by the respective 
positions of the low assembly strips on the assembly board. 

As stated, tallies of the completed part, or parts, sub-assemblies, etc., 
are forwarded immediately to the control room when the information is 
transmitted by the forward movement of the respective strips. Machines 
completed are likewise tallied when the white cord piece is moved 
forward. The control board strips are always moved upward (never 
down), and by observing the distances or margins from the coloured 
strips, representing parts, against the positions of strips, representing 
any combination or assembly of those parts, it becomes possible to 
calculate automatically (from this margin) the balances on hand of parts 
ahead of assembly requirements. Similarly, by observing the space or 
distance of the positions of the assembly strips from the position of the 
white cord, it is possible to calculate the number of assemblies ahead, 
and on hand, of machines completed. 

The orders on the shop include quantities required for spare parts 
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sales and other contingencies. Therefore, it becomes necessary to enter 
on the small white stock card quantities so delivered to the spare parts 
sales store. This is done so as to preserve the relationship of quantities 
on hand, represented by positions of the respective strips, solely to the 
building or assembly of machines. 

Where spare parts are sold in large quantities, or where special parts 
are considered very valuable, the entries of both the production and the 
withdrawal of the parts are made on the small stock cards, so that a 
close check is made of the exact balance on hand. 

The production programme is thus proceeded with, in order of sub- 
assemblies, indicated by the order or arrangement of the assembly strips 
from left to right on the particular assembly board. This continues as 
far as the plant allows, preserving, at all times, an even and continuous 
flow of production through the various operation groups according to 
the scheduled time-table. 

As departmental manufacturing orders are completed for the required 
number of parts, the foremen return the orders to the control room clerk, 
who makes an entry on the small white stock card, indicating the depart- 
ment which has fully completed the processes on the part required by it. 
This procedure will at any time indicate which departments have not 
completed their manufacturing orders, and if the number of parts com- 
pleted is low, in relation to the progress of the whole programme, a 
follow-up is made, so that the foremen can accelerate the production 
rate of the slow-moving parts affected. The production quantities of 
parts must be completed in sufficient number ahead of assemblies, as 
when the margin becomes close, delay in production will result and so 
throw out the building of complete machines to schedule. Departmental 
delays can be shown on the strips by using different coloured signals. 

When all the manufacturing orders are completed and returned to 
the control room, it will be observed that the parts strips are in varying 
positions or levels. The differences from the top of the board indicate 
that shortages due to excessive spoilages during manufacture have 
occurred. Orders for these small quantities are not placed on the shop. 
Owing to the high cost of setting up machines, the processing of a small 
number of parts is uneconomical, and the shortages must be added to 
and made up when ordering the parts in the succeeding programme. 

It will therefore follow that when this occurs over a period the pro- 
cessing rate of the respective parts must be accelerated and the foremen 
are instructed to rearrange the sequence of jobs ahead on their machines. 
The position of the parts strip on the control board will automatically 
show “low,” and thus the production over the whole programme is 
systematically controlled and endeavour is made to relieve “dangerous” 
positions as urgently as possible. 

These control boards may be lined up and reclassified under the 
headings of the main materials specification groups. A number of boards 
may be set aside for the castings production in the foundry, and the 
same system of production control is carried out. The position of the 
strips or margins required are preserved so that casting parts are always 
ahead of machining requirements in sufficient quantities. 

Similarly, boards may be utilised for use at other “prime-moving” 
bulk material storage stations, and regulated to suit production require- 
ments. 

For the purpose of machine loading, jobs in sequence may be noted, 
and the work expressed in units of time. Capacity to handle projected 
works, plus time available for other work, may be conveniently indicated 
by moving the strips to the required position against the scale. 
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Thus idle time, by single machines, machine groups and the whole 
department is immediately brought to the notice of the management. 
From costing point of view, this information is of vital importance, as 
apart from utilising the normal machine expense rate for standard 
costs, the balance of idle time (or where proved to be excess capacity) 
is a problem of management. In the mass production engineering shop 
it may be the result of faulty planning, and in the jobbing shop idle 
time becomes a definite loss, which is only made good over a period 
of normal conditions. 

Another use of the control board is to record daily progress and 
accumulation of bonus time earned (by operation groups), classified 
by machines, groups of machines and for departments, and by observing 
total bonus time, against standard time, indicated by the scale, the 
amount of savings (in time) is readily available. 

It is well also to point out that, in the earlier discussion, a produc- 
tion programme may be near the date of completion and a new pro- 
gramme of orders put on the shop. On viewing the boards, the long 
white horizontal cord (representing machines completed) of the first 
programme is near the tops of the boards, and the cord (representing 
machines completed on the new programme) is down near the bottom 
of the boards. In calculating the safe margins of parts both spaces on 
the vertical scale should be added together and deducted from the 
position indicated by the parts. 


CoNCLUSION 


The perfecting of control boards for effective use in production 
control will depend on the method of accumulating the written infor- 
mation, and this is, to a great extent, simplified when the planning 
department has covered every section of the works. Planning takes its 
place in any organisation as a primary function and it must serve the 
organisation effectively. Those employed in the planning department, 
and the production control section, must have skilful training, and 
possess a full knowledge of all the conditions surrounding both pro- 
duction and organisation. 

Those associated with records must at first be satisfied with the 
results of their experiments and trials before selecting the best method 
of supplying the information. The records selected must be flexible in 
character and lend themselves to suit the business as a whole. A full 
and complete knowledge must be acquired of all the avenues which 
affect the steady stream of the production flow, and adequate records 
established, to produce the required results quickly, and show up any 
faults in organisation. 

It takes months, sometimes years, of experimenting, much study, 
initiative and perseverence to produce a uniform record for “finger-tip” 
control. 

Every industry has its own particular problem, and there is much to 
be gained by the exchange of ideas, and of accumulation of the tried 
experiences of others. 

When observing the methods employed for production control, you 
observe only the final results of months of experimenting and detailing. 
A control board is the result of intensified study into methods of record- 
ing, to suit a particular problem, and is also the result of a painstaking 
effort, to show quickly a stated or actual condition with a set of planned 
conditions. 
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The Functions of a Production, Manager 


By A. J. GAIRNS, F.F.I.A., A.A.LS., A.C.A.A., L.C.A. 


One of the most important executives in the present-day manufactur- 
ing world is the factory production manager—the practical factory 
expert controlling all avenues of actual manufacture and production. 
It is a position entailing great responsibility and always requiring a very 
considerable technical knowledge. The modern factory manager is a 
vast advance on the position of the old factory foreman, from whom, of 
course, he graduates. In many organisations he is responsible only to 
the managing executive, including perhaps the secretary and the manag- 
ing director. In other organisations, he is answerable to a factory 
director, who may be a man on the board possessed of outstanding 
technical knowledge but unable to spare the time actually to superintend 
its detailed embodiment in completed production. This summary of 
the position of the production manager will serve to illustrate the extreme 
importance of his duties, particularly in wartime, when urgent and ever 
mounting problems concerning production are much more imperative 
of solution than allied questions of costs, profits, etc. In other words, 
if production is not forthcoming in the quantities demanded under the 
various contracts, the position of the firm is in jeopardy and will be 
serious unless a production expert is secured to speed up and improve 
the production output. 


His QUALIFICATIONS 


It probably goes without saying that the factory manager must be a 
leader of men. Unless his technical knowledge is such as to class him 
equal to his best hand in the factory and, furthermore, he possesses 
the personality to enforce his decisions, his position would be untenable. 

I have heard it said that, other matters (such as supplies, manpower, 
etc.) being equal, 90% of the success of modern manufacturing can be 
attributed to organisation. It is the firm which eliminates handling 
unnecessarily, which improvises the tools, equipment and devices 
necessary for accuracy and speed and which can claim superiority in 
continuity, in finish and in variety, which will secure the business. Thus 
the ability of the man in charge to secure this desirable result is one of 
the greatest factors in his success, or otherwise. 

There are many other qualities necessary for success in this position, 
such as ability to secure the right staff, knowledge of factory and indus- 
trial conditions, tact and oversight in dealing with clients, and a great 
reserve of patience and “push” to deal with unforeseen and unexpected 
situations. One important qualification, however, is becoming increas- 
ingly needed to-day which, I am afraid, is not possessed by many men 
in this position. I refer to that vague but essential attribute—a cost 
sense. Modern costing methods now take the production managers 
into confidence on factory departmental production results. These are 
prepared primarily to assist factory cost control and the ability of a 
department to achieve its standard or estimated figures is highly 
important. Unless the chief man concerned is able to read and under- 
stand these results and take the necessary steps to rectify them if 
necessary, they are negative in their purpose and achievement. On the 
other hand, if the executive concerned is able to grasp fully the import 
of the costing figures, he is then better armed in his endeavour to assist 
his factory to produce competitively on his estimates and quotes. 
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Trminc His Worx 

In discussing the production manager’s work, I can do no better than 
commence with his own attitude towards his day’s work. I should say 
that one of the greatest of his own individual problems is the correct 
disposal of the few hours of his day. It seems he must be at all parts 
of the factory at once in order to carry out his functions properly. 
Discussions with chemists, production planners, drawing office and 
engineers are probably of hourly occurrence and he must, on occasions, 
spend hours on new jobs, new orders and fresh quotations. He finds 
his time is required in conferences with his immediate superiors—the 
“armchair” executives—and usually a factory office staff must be 
supervised or controlled. He finds himself in demand from all sides, 
and it is the man who successfully spreads his time who is a long way 
on the road to desired results. He must rigidly wave aside petty detail 
matter if at all possible and, at all costs, avoid the pitfall of allowing 
calls for all the dozen and one factory queries regarding supplies, 
prices, deliveries, complaints, etc., to be put on to him during all hours 
of the day. 

He will secure much assistance in this regard if he ascertains at an 
early stage his exact function in regard to these matters. If he makes 
arrangements to plan, say, his week’s production ahead and this plan 
is made known to all concerned and not altered unless under exceptional 
circumstances, this should obviate the endless requests for special output 
or particular preference with work and jobs. An excellent aid in this 
regard is the well-known production schedule board, assisted by the 
publication of a production programme. These enable store and delivery 
officials to ascertain the probable date of each delivery and answer queries 
accordingly without the necessity of reference to the factory. 

Another important factor, also, is the selection of staff in the factory 
with a clear capacity for taking a limited responsibility in this regard. 
Departmental foremen should be informed of their part in the production 
programme and should see it carried out. Office and telephone staff 
should be informed also of developments made in production and their 
work arranged accordingly. 


STAFF SUPERVISION 

This is, of course, one of his main functions. I still think, however, 
that a production manager errs if he attempts to control the day’s work 
of every man in the factory under his authority. As well as involving 
tremendous detail, he is losing sight of the higher scope of his work, 
viz., the planning and co-ordination of the factory work. His control 
of staff is best carried out by efficient and well-instructed foremen, but, 
at the same time, he must spend at least 70% to 80% of his time in the 
factory and have an eagle eye for slackness, inefficiency and bungling. 
His personality, in other words, must permeate the whole organisation. 
He should set a standard for cleanliness, for elimination of waste, for 
punctuality and quality of product, and pounce on any instances of 
departures from such requirements. Again, it is impossible for him to 
do little more than lay down a policy to be followed, but his assistants 
in the time-keeper’s office, the inspection department and the laboratory 
should help him here. 

One feature should be stressed at this stage. This is the factor of 
training the operatives. I regret to say I have seen in some factories 
the undesirable practice of new men being engaged who are placed on 
a job with little or no instructions as to their duties. They either find 
out from their workmates (sometimes wrongly), from an indulgent 
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foreman or, if particularly bright, are able to “pick up” the job’s require- 
ments on their own account. In these days of acute manpower short- 
ages, it is essential that the best use be made of every man’s services 
and this necessitates at least a careful preliminary training and instruction 
in the correct mode of procedure, particularly toa new man. Undesirable 
repercussions of this sad policy mentioned before are breakages of dies, 
damage to machinery and a high rate of accidents to personnel. 


INCENTIVE TO OUTPUT 


A production man’s main worry these days is possibly the securing 
of a sufficient output of production to keep up with orders, with the 
capacity of his plant and with the demands of Government Munitions 
and other departments. He is usually looked to by the controlling 
executive for some assistance in formulating a policy in regard to 
keeping up or stepping up production. He knows the capacity of his 
men and his machines and, if he believes that the maximum can be 
achieved without any special assistance bar his continued drive and 
organisation, he will say so. Usually, however, being in close touch 
with his men and knowing their capacity for increased output, he will 
make some recommendation to his directors either for the institution 
of an overtime or bonus system to secure the desired results. Perhaps 
the matter could be remedied by the working of another shift, or if the 
clock is now worked the day round, by using his men for longer hours 
to overlap and increase output accordingly. 

With regard to bonus work, he must be very careful and it is in this 
regard that his experience and tact will prove invaluable. Every employee 
on day labour, while giving what he considers a “fair” day’s work, 
has an enormous capacity for increase if supplied with some incentive, 
and this increase can become almost ridiculous when doubled or trebled 
under bonus rates. The employees fail to realise the almost contemp- 
tuous comparison thus made between their bonus output and their 
“fair” day’s work, but this does not assist the management if a rate 
has been fixed and a contract made. The production manager must 
carefully fix the rate so that extra earnings will come the way of the 
employee for honestly earned bonus output, at the same time avoiding 
the trap of paying the employee a ridiculously high wage in comparison 
with his previous output. 


DETAIL WorK 


A factory manager must never be allowed to deteriorate to the level 
of a clerk. This he is likely to do if he succumbs to the pressure of the 
administrative side to any greater extent than necessary. Detail work 
naturally is essential but should never fall to the extent of checking 
time cards, initialling store requisitions or checking wages sheets. With 
regard to the latter, he should be only interested to see that correct 
wages awards are being observed, that bonus rates are correct and 
reasonable, and that correct measures are being taken to eliminate 
dummy employees and payments to absentees, etc. I consider that a 
well-set-up factory office is necessary in an organisation of any size and 
this should handle all inwards inquiries, wages detail, costing informa- 
tion such as departmental production, and transfers and necessary 
factory correspondence such as applications for permits, licences, 
factory purchases and inwards accounts. This work can be readily 
added to by such factory aids as time and motion studies, individual 
efficiency ratings, and laboratory charts and tests. The quotation 
department should be located in this office and should make all quotes 
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subject to general instructions from the main administrative section and 
on rates supplied by the cost accountant. Sometimes the costing depart- 
ment is located in this section also, but, if it is, its functions are usually 
only that of controlling cost data and do not involve accountancy or 
book-keeping. Production planning is now associated with up-to-date 
factory office requirements. 


GETTING RESULTS 


The acid test of a good man at the head of affairs in factory work is 
his ability to obtain results in all the productive operations. This covers 
the aspects of 


(a) quality 
(b) quantity 
(c) availability 
(d) continuity. 


It is a most common failing in a large factory to find that although 
starting off well, a line apparently gets “bottle-necked” in a further 
stage of production, and this is the most common of all production 
hold-ups. It is not only necessary to start the line off well but to push 
it through all departments. This is arranged by transfers of personnel 
and speeding up certain sections of the plant. 

Inspection routine plays a large part in the success or otherwise 
of production results. To obtain the goods speedily and then discover 
a weakness early in manufacture is surely the most wasteful of all 
faults. Inspections should be rigidly enforced at every stage of produc- 
tion and the production manager must have the authority and courage 
to scrap the goods at the earliest possible stage if necessary. A doubtful 
batch of “‘mix,” for instance, which has been scorched or over-hardened, 
should be scrapped immediately if it is thought likely to ruin a run of 
product. It must be remembered that not only is the value of the 
material likely to be lost in any case, but the value of subsequent labour 
which is spent at further stages of the work as well. 

Results are gauged, too, on the attainment of the plans laid out in 
the planning programme. It is of little use making a promise based on 
this programme unless the goods are available on the date specified. 
Government departments particularly expect output to be pre-stated 
and regularly attained, and a production manager must see these results 
achieved. 


An EFFICIENT Factory 


My idea of an efficient factory is one which excels not only in results 
and attainment and can produce the goods needed at the right price and 
in the quantities required, but also is adaptable to new lines and in 
sufficient variety to secure a hold on an exacting clientele. It should 
always be a pleasure, no matter what the type of work, to inspect the 
properly run factory. Manufacturing work is exacting enough as it is 
without the necessity of enduring unpleasant conditions. No matter 
what the circumstances, these features can be controlled or eliminated. 

The production manager should aim always at an efficient layout 
without the necessity to carry stock to all parts of the factory and then 
to and fro between departments. He will insist on sufficient supplies 
of conveyer equipment and stock handling devices. Factory cleanliness 
is always necessary, and it has been found that frequent stocktakings, 
usually demanded under a modern costing system, enable the factory 
to be cleaned up, odd stocks reviewed, and scrap collected and disposed 
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of. Lighting problems should be tackled vigorously and defects 
remedied with a view to securing better conditions and increased output. 


PLANT CONTROL 


A final word is now said regarding the production manager and his 
operating plant. The state of his machinery is generally entirely outside 
his control, and it is usually good or bad in accordance with the general 
policy of the firm. Despite this, however, he can do much to advise 
the executives regarding the possibility of not carrying on or of secur- 
ing the desired results from the plant at his disposal. They can then 
take such steps to remedy this according to the finances and purchasing 
power at their command. The production manager, in his position of 
making do with what he is given, can achieve satisfactory results by 
careful handling of machines and men, by insistence upon efficient 
engineering maintenance, oiling, greasing and repairs. The bugbear 
of breakdowns and idle time can be overcome by periodical overhauls, 
constant attention along the lines mentioned, and a keen sense of the 
capacity of each item to bear the load he imposes on it. In other words, 
I would say that the plant and machinery of a busy factory under 
constant strain is just as good as the production manager allows it to 
be, taking into consideration his responsibility and care towards it. 
If he works along the right channels, he will some day secure the plant 
he seeks when finances and good times permit, provided he has demon- 
strated his ability to care for and maintain it in good condition in the 


past. 





Depreciation Reconsidered 
By R. E. MAsKELL 


If Mr. T. F. Brennan’s article on “Depreciation” in the September 
issue of The Australian Accountant is given the attention of which it 
is deserving, then the fact that he does not agree with a suggestion I 
made in a brief article’ in the June issue of this journal, relative to 
residual and scrap values of fixed assets, seems to be a secondary 
consideration. 

If the figures and facts presented by Mr. Brennan are indicative of 
current action on this important problem of fixed asset proration, and 
they have been brought to our notice because of a mild controversy on 
a lesser issue, then I still feel I was justified in making the suggestion 
even if I cannot adequately confront my critic. 


THE DEVELOPMENT OF THE DEPRECIATION DOCTRINE 


The principal reason for my suggestion that the £10,000 should be 
made up of two items, namely, the present value of the services to be 
performed and the present value of the residual sum, was that I was 
dissatisfied with the conventional view which states that the residual 
value be estimated and deducted from the original cost of the asset 
in order to determine the amount to be charged off during the asset’s 
useful life. I think it will be agreed that the estimate of asset life may 
have great significance in relation to accounting profits and that this 
estimate has been, in many instances, little more than a weird guess. 

At a time when Government departments, utilities and the modern 
business world are facing accountants with a challenge for a positive 
formulation of accounting doctrines, and depreciation has been warped 
1. Depreciation Doubts, p. 803. 
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and distorted out of its vital significance not only for accountants by 
such categorical statements as, “Depreciation means the decrease in 
value of fixed assets due to expiration of time, wear and tear, 
obsolescence and inadequacy,” or “The term depreciation means literally 
loss of value,” I thought it was an opportune time to re-examine some 
of these tenets. 1 lag lea 
ScraP AND RESIDUAL VALUES 

The estimates of future selling prices or scrap value of exhausted 
equipment seldom give consideration to the costs of removing or dis- 
mantling the retired assets—costs which often amount to more than 
the residual value. 

Relative to the above, it may be of interest to consider the under- 
mentioned views on this topic: 

(i) The Staff of the Public Service Commission of Wisconsin? : 

“. .. the cost of removal is often in excess of the gross salvage 
value.” 


(ii) Professor J. A. Saunders*: 

“ . . the residual value is usually small, and the whole com- 
putation is largely an estimate; this remainder is in practice 
often ignored.” 

(iii) Victor H. Stempf*: 

“... that provisions for depreciation, generally speaking, have 
been far too low for many years, with the far-reaching economic 
effect commonly overlooked.” 


THE QUESTION OF METHODS 
I think it is generally agreed that the straight-line method of 
depreciation is for most practical purposes satisfactory, and it was no 
desire of mine to put forward a complicated mathematical formula, 
which introduced the element of interest. However, in reality I was 
not concerned with methods so much as with premises. 
After reviewing quite a number of texts on the subject there 
appeared to me to be a general failure to state that: 


(i) Depreciation is the cost of fixed asset services expired during 
a selected period, and that these assets are essentially umrecovered 
costs. 

(ii) There is no essential and direct relation between asset replace- 
ment and accounting for depreciation. 


In addition to the above formulations, I considered that depreciation 
policy was a present step, not the function of a future scene. However, 
at the same time a precise quantitative analysis was not possible, but 
I viewed the scrap or residual value of the asset in the terms of the 
present. 

THE CONCEPT OF OUTLAY 

After considering Mr. Brennan’s critique, I think that with some 
types of assets it may be just as logical to ignore the scrap value 
altogether. 

When, however, the residual values are considerable and when the 
removal costs are also material, the met rather than the gross salvage 
value is the one which may be used in calculating the periodic deprecia- 
tion. 


2. Staff of the Public Service Commission of Wisconsin: Depreciation, p. 36. 
8. Cost Accounting for Control, p. 194. 
4. “Accounting for Fixed Assets,” p. 940 N.A.C.A. Bulletin. 
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If this is done, Professor Roy B. Kester® points out, “the depreciable 
yalue—and therefore the depreciation expense written off over the life 
of the asset—contains the amount of the removal cost, not yet incurred 
nor! paid for, as well as the written off value of the asset.” 

Irrespective of this suggestion, I think the concept of outlay (in my 
example amounting to £10,000) has much in its favour, in that it does 
not necessitate future subjective valuations, nor does it contravene 
the central fact of accounting—the charge and discharge relationship 
at the time of originating the entry. 

In other words, this view is in keeping with the approach of viewing 
depreciation in the terms of the present, and that any amounts obtained 
for the assets when they are salvaged is a distinct and separate problem 
and should be viewed, in effect, as such. 

Therefore, I do not think that my approach was based on a miscon- 
ception, because throughout I viewed the depreciation problem as a 
present step, and therefore I could not say that “£1,000 will become 
available when the machine is scrapped.” To show that is, in my 
opinion, a distinct problem, although one that cannot be precisely 
measured, I could say that “£500 will be spent on dismantling and 
removing the machine.” 

The purpose of my previous article, “Depreciation Doubts,” was not 
to put forth yet another means of measuring something which quite 
frankly cannot be measured precisely, but to endeavour to illustrate my 
contention that, 

(i) The distribution of asset cost (or outlay) is a present problem. 

(ii) At the time of acquisition the estimated residual value of the 
machine is an unrecovered cost. 

(iii) The present value of the services to be performed and the present 
value of the residual sum are two distinct problems. 

(iv) The conventional depreciation provision is for the above reasons 
usually insufficient, having in mind the circumstances prevail- 
ing at the date of acquisition. 

(v) The statistical form of measurement has more of the qualities 
of objectivity than the subjective guesses often applied. 

(vi) There is at least a basis for the amount of the depreciation 
provision made, even though the future may show that a 
relatively bad estimate was made at the date of acquisition. 


REVISED TREATMENT OF SALVAGED VALUE 

(i) If the basis of outlay, namely, £10,000, is adopted, then £1,000 
is written off over each of the ten years. 

(ii) For purposes of this article, it is also possible to retain the 
previous illustration of a residual value of £1,000 (assuming 
this to be the amount actually received). This may be adjusted 
by 

(a) Debiting “Bank Account” and crediting “Scrap Value of 
Plant Account.” 
(b) Debiting “Scrap Value of Plant Account” and crediting 
“Profit and Loss Account” (non-operating section). 
This method, even though it may mean building up a new orthodoxy, 
eliminates subjective valuations, does not involve complicated calculation, 
assures an adequate provision for depreciation, and for most practical 
purposes is simple, consistent and reasonably correct. 
5. Advanced Accounting, p. 305. 
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The Use Of Cost Standards (Il) Be < 


By R. A. HICKIN, A.1.C.A. 


Certain preliminary work is necessary in order to obtain data for cost 
standards. This may be classified as it relates to: 
(a) Organisation 
(b) Job Analysis 
(c) Motion Study 
(d) Time Study 
(e) Wages Bases. 


ORGANISATION 

Under Organisation it is convenient to consider Finance, Premises, 
Layout, Plant. 

The finance available must govern production programmes, as the 
most ambitious budget will succeed only in embarrassing the enterprise 
if the necessary funds are not readily obtainable to finance it. This has 
a direct influence upon the setting of performance and cost standards, 
for if output must be restricted owing to shortage of capital or facilities, 
the size of the producing unit is one of the first subjects to be considered 
in relation to the funds available. This will aid in the determination of 
the labour to be employed, the amount of supervision required, and the 
expenditure upon overhead items. 

Premises and Layout may be considered together. The size of the 
premises in relation to the volume of production required must be care- 
fully investigated. If the policy of the company is to occupy larger 
premises than are immediately necessary, the cost of surplus space is not 
a factor in production cost, but is properly to be regarded as a policy 
expense and charged into the Profit and Loss Account. Granted, how- 
ever, that the factory premises are ideal as regards area, the general 
question of layout of plant and production centres emerges for con- 
sideration. The work should be routed according to the requirements 
of production, the first processes being readily accessible to the raw 
materials store, and the final processes in proximity to the delivery 
centre. Water, gas, and power facilities as required by the various 
production units is another factor to be weighed. Natural lighting 
is desirable where close and careful work is proceeding continuously. 

Plant items should be thoroughly examined with a view to determining 
their suitability, under present conditions, for doing the work for which 
they will be called upon. There ought to be an adequate record of each 
unit of plant to enable determinations as to age, present value, probable 
length of further service, etc., to be made. The location of the plant, 
in relation to the routing of work through the factory, must be carefully 
studied. 

Jos ANALYsIS 


Job Analysis means a thorough examination of work grouped in terms 
of individual human capacity. Its object is to provide data for work 
allocation, and employment of new hands. It consists of a careful 
examination of every process and operation within the factory, and a 
classification of these into categories according to the kind of labour 
(i.e., male or female, senior or junior, skilled or unskilled) required to 
carry them out. From summarised data thus prepared are derived job 
specifications to enable scientific placement of labour according to tem- 
perament, experience, knowledge, deftness, and so on. 
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Motion Stupy 


Motion study, as a science, is not many years old. In a very short 
space of time, however, it has assumed important proportions, and is 
now widely recognised as an essential preliminary to rate-setting. It 
may be defined as “watching operations to see how they are performed, 
with a view to perfecting the motions employed.” It proceeds upon the 
assumyption that the muscles and limbs of the human body can ideally 
operate in a certain way, and any use which calls for another kind of 
movement contains an element of waste which must lead eventually to 
fatigue and consequently to impaired efficiency. 

Each operation in production is carefully scrutinised. This may lead 
to quick conclusions, such as that there is unnecessary movement owing 
to faulty location of benches, cupboards, tool lockers, etc. On the other 
hand it may be some time before the need for any improvement will be 
apparent to the observer. If the operations are intricate, photographs 
of the workmen in various postures should be taken and carefully studied. 
If, as is often the case, girls are called upon in packing finished goods to 
perform rapid repetitive motions, every effort should be made to ensure 
that the most comfortable position is first secured for the operators, and 
that the movements of the limbs are refined to obviate all clumsiness and 
unnecessary reaching or stooping. Some operations may have to be 
divided, after observation, so that two or more workers may each be 
responsible for a detail in the total motion required. 

If the worker knows that the study is being undertaken mainly for his 
own benefit he will usually co-operate. Very often, however, some 
initial prejudice may have to be overcome. An objection that is fre- 
quently urged against motion study is that its object is to reduce men 
to the level of machines; associated with this is the further idea, all-too 
frequently prevalent, that it is desired to get more work out of the staff 
without increasing their wages. Both objections are due to a funda- 
mental misunderstanding of motion study. Its avowed object is to 
reduce strain and waste movement. If this brings with it the further 
advantage, to the employer, of increasing production, that is not a valid 
argument against the principle of motion study. It may be a golden 
opportunity for grappling with the employer on the subject of increased 
pay! 

Time Stupy 

After motion studies have been completed and the results carefully 
recorded, instructions should be issued, and the training of the staff 
commenced on the lines laid down. Selected operators should then be 
studied with a watch—sometimes, when a motion takes seconds only, or 
fractions of seconds, a stop watch is necessary—and the information thus 
obtained used for rate-setting. 

The rates sought are those of the average worker, engaged upon his 
allotted task under average conditions. While cost standards must set 
a desirable standard of performance, they must be capable of achievement 
by the ordinary efficient worker, not only by those whose natural ability 
or ambition makes them quicker and more efficient. 

To get accurate results it is desirable to time several workers inde- 
pendently. In this way any sub-conscious tendency to “go slow” may 
be detected and allowed for. Where there are substantial differences in 
the performance of various individuals a re-trial should be held without 
informing the operatives of the reason. 

The performance records must be carefully checked against each other, 
and where there is substantial agreement it may reasonably be concluded 
that a relevant rate has been obtained, provided conditions under which 
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the tests were carried out were in every way satisfactory. Allowance 
should be made, before the results of the tests are set as performance 
standards, for any conditions that are inseparable from production, and 
may be expected to influence the volume of work under actual working 
conditions. 

Waces Bases 


The most common method of remunerating workmen for services 
rendered is the flat rate of so much per hour or other unit of time. 
This is paid regardless of quantity of goods produced, idle time, ineffi- 
ciency, and the many other factors that influence production volume. 

There is, however, a growing awareness of other and more perfect 
wage-payment systems. The variations upon the “piece work” principle 
are many. Most of these guarantee a minimum wage, and provide higher 
rates for greater volume, according to a sliding scale. Broadly, the 
incentive systems in common use may be classified as between those 
that have as their object the remuneration of an individual, and those 
that endeavour to foster the team spirit. 

In them all there is definite financial gain for the worker, and, while 
human nature remains as it has for some thousands of years, this will 
continue to be the decisive factor. Loyalty to the enterprise cannot be 
developed until the management has learnt to be loyal to its workers, 
for loyalty depends upon faith in the mutual performance of contract. It 
is not the purpose of this article to enquire into the various methods of 
remunerating labour that have gained support in recent years. It is 
enough to state, as we consider the aspect of labour in setting cost stand- 
ards, that labour is a commodity and must be measured in terms of per- 
formance and output and paid for accordingly. 

Whatever system be used, its problem from the angle of standard costs 
is the relation of labour cost, under the system, to the volume of output 
which can be measured in recognised units of production. Performance 
standards are developed from observations made of average workers 
engaged under average conditions upon their set tasks. In the use of 
the word “average” in this connection, there is an implied understanding 
that some form of incentive is operative. If day-rate is the rule, past 
records of performance are the only criteria, and it is impossible to 
arrive at a true standard. Where, however, some system of incentives 
is used, based upon certain psychological facts of wide application, it may 
be assumed that laboratory tests as described under the headings Motion 
and Time Studies will closely approximate to real conditions, and thus 
be of value for, the setting of cost standards. 

A performance standard becomes a cost standard when it is evaluated 
in terms of cost. To arrive at labour cost standards many factors other 
than time employed on operations must be weighed. For example, 
apprentices paid at substantially lower wages may actually turn out an 
equal volume of work as the seniors. Similarly, girl labour may be as 
efficient as male labour, presenting a somewhat similar problem. All 
facts such as these must be taken into consideration to arrive at accurate 
cost standards. What must be avoided is the common error of dividing 

total estimated hours for budgeted volume of production into total 
estimated labour cost to arrive at rates. This is usually done under 
systems of costing that do not embrace the standard principle. The 
standard cost of performing an operation is what it ought to cost if the 
conditions are right, the proper individuals are engaged upon the work, 
the time taken is according to predetermined standards, and the rates of 
pay are as ascertained after careful enquiry and estimate. Thus there 
should be a clear line drawn between productive and idle time, and the 
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excess time used as compared with standard must be shown up in suit- 
able ledger accounts. 

The next article will deal, inter alia, with the recording of stock move- 
ments, production time, and so on. As regards materials, it is sufficient 
at present to state that in a standard cost system, materials pass into and 
out of the Goods in Process or other suitable account at predetermined 
quantities and prices, in common with the two other elements of cost, 
labour and overhead expense. 


MATERIAL STANDARDS 

It is necessary, therefore, to determine the quantities of materials that 
should be used in production, line by line. The methods of ascertaining 
this information vary in practice, according to the nature of the work 
done. Ina system of process costs it is quite easy to discover the correct 
figures for material usage, as manufacture is more or less standardised 
and material is requisitioned according to formulae. To arrive at wastage 
incidental to manufacture is frequently a simple matter. Unless records 
have been particularly well kept, however, and there is unquestioned 
confidence in the efficiency of the workers, it may be necessary to run a 
trial batch under close supervision. Alternatively it would seem to be 
desirable that the actual processes of manufacture be witnessed by the 
cost accountant, to whom should be given an opportunity of enquiring 
on the spot into every detail of the manufacture. Only unavoidable waste 
should be included in the figures used in setting the cost standards. If 
the degree of unavoidable waste depends upon the care of the operator, 
however, this must be given due weight, and some apportionment of the 
wastage made as between that which may and may not legitimately be 
included in the standard set. 

When goods pass through more than one operation before they reach 
their finished state, it may be necessary to work backwards to find the 
correct quantities of material consumed, and the wastage that has taken 
place. This statement may be illiistrated by reference to the preparation 
of patent medicines of the better kind, that often emerge as packed stock 
only after careful processing from one stage to another. From stage to 
stage there may be partly processed goods on hand, and the records of 
manufacture will require most careful investigation to ensure that correct 
conclusions are drawn from them. It will often be found that there is 
shrinkage, evaporation, or waste caused by various factors, in connection 
with many of the intermediate processes, and where this is the case, the 
necessity arises of apportioning such loss between bulk passed through 
to the next process, and bulk remaining on hand. 

After exhaustive investigation of processes, and actual inspection of 
manufacture, draft standards should be compiled and compared with 
records of actual manufacture in the past. Where very great differences 
appear there is prima facie cause for believing that some factor has been 
omitted in the calculations. 

Having ascertained the quantities of materials required for each unit 
of goods produced, there arises the need for forecasting prices. In 
normal times this is not difficult, for competition tends to keep prices 
fairly stable. Under war conditions many factors enter into the problem. 
It must at all times be remembered, however, that a cost standard is 
intended to represent normal cost; this principle demands that even in 
time of war, considerations of true cost should determine the price at 
which materials are to be costed under a standard cost system. In other 
words, prices loaded to cover extra shipping and insurance costs, sup- 
pliers’ greed owing to lack of effective competition, and other similar 
factors, must be compared with pre-war prices and an effort made to 
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determine the proportion of the total price paid which represents normal 
cost, and that which represents war loading. The latter is not a pro- 
duction expense, but a procurement cost which bears no relation to 
manufacture. Only the “normal” cost should be used in the standard 
rates. 

Exhaustive records should be kept of all enquiries made both as to 
quantities and prices, for when production in the year to come is in full 
swing, individuals within the organisation will be called upon to explain 
variances, and full details as to how standards were arrived at will be 
required. 

Having arrived at standard quantities and prices, these should be 
embodied in a comprehensive schedule of all materials used in produc- 
tion, showing the standards in respect of each line of goods produced. 
It is convenient to adopt numerical symbols for the different products, 
to facilitate easy reference and the marking of records, and consequently 
such symbols should also appear on the schedule, supported by a list of 
products and symbols for reference purposes. 


MANUFACTURING EXPENSE 

It is not always easy to forecast manufacturing expense, for such a 
lot depends upon contingencies which it is impossible to foresee many 
months ahead. The best that can be done is to check very carefully the 
records of expenses over a previous period, which should be as long as 
conveniently practicable, in order to arrive at true cost of overhead. The 
accounts which should be most thoroughly investigated are those in 
which expenses of a miscellaneous character are included, as without 
effective control these tend to fluctuate quite unaccountably. The usual 
expenses such as cleaning, laundry, stores, refreshments, etc., should 


conform to some recognisable demand, and accordingly should be capable 
of predetermination. The casual expenses that arise from day to day, 
however, present the greatest difficulty and uncertainty, and it is only 
possible to examine past records to find whether expenditure upon such 
items is reasonable, and to ensure that all necessary safeguards are 
operating continuously to prevent unwarranted expenses being incurred. 


CoMPILING STANDARDS 

The guiding principle when preparing the standards from data ascer- 
tained as described in this article, is that only materials, labour and over- 
head expense rightly attributable to manufacturing processes should be 
included in the standards. All idle time—which means factory labour, 
depreciation, and a due proportion of overhead—must be rigorously 
excluded. The objective of standard costing, apart from the convenience 
of having costs always up to date, is the elimination of waste and the 
detection and correction of inefficiency and carelessness. Consequently 
the standard cost of an article must exclude all but the true expense 
attributable to it, as ascertained by time and motion study, researches 
into staff conditions, plant and premises, etc., and careful allocation of 
materials and overhead. 
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